NSTAR Electric

Department of Telecommunications and Energy
D.T.E. 03-47-B (Phase II)

Information Request: AG-1-19

November 12, 2004

Person Responsible: Michael F. Farrell
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Information Reguest AG-1-19

Please provide the workpapers, calculations, formulas, assumptions, supporting
documentation and copies of any studies management relied on to choose the Post-
Retirement Benefits Other Than Pension study’s assumed return on trust fund assets.

Response

Please see the Company’s response to Information Request AG-1-9.



NSTAR Electric

Department of Telecommunications and Energy
D.T.E. 03-47-B (Phase II)

Information Request: AG-1-20

November 12, 2004

Person Responsible: Michael F. Farrell
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Information Request AG-1-20

Please provide the workpapers, calculations, formulas, assumptions, supporting
documentation and copies of any studies management relied on to choose the Post-
Retirement Benefits Other Than Pension study’s trends in health care, Medicare and
prescription drug costs.

Response

Please refer to the Company’s response to Information Request AG-1-21(d), as provided
in response to discovery in the Compliance Filing phase of D.T.E. 03-47.



NSTAR Electric

Department of Telecommunications and Energy
D.T.E. 03-47-B (Phase II)

Information Request: AG-1-27

November 12, 2004Person Responsible: Counsel
Page 1 of 1

Information Request AG-1-27

Please provide a copy of the companies’ response to the Attorney General’s inquiry in
December 2003 concerning the compliance filing.

Response

Please refer to Attachment AG-1-27.



Att. AG-1-27

KEEGAN, WERLIN & PABIAN, LLP

ATTORNEYS AT LAW
285 FRANKLIN STREET
BOSTON, MASSACHUSETTS 02110-3113 TELECOPIERS:

i8171851- 1354
S17) 9511400 0179510580

Deccmber 22, 2003

Mary L. Cottrell, Secretary

Department of Telecommunications and Energy
One South Siation

Boston, MA 02110

Re: D.T.E.03-47-A, Boston Edison Company, Cambridge Electric Light Company,
Commonwealth Electric Company, NSTAR Gas Company, Pension/PBOP
Adjusiment Factor Compliance Filing

Dear Secretary Cottrell:

By this letter, Boston Edison Company, Cambridge Electric Light Company,
Commonwecalth Electric Company and NSTAR Gas Company (together, the “Company™)
respond to the Attorney General’s letter dated December 10, 2003, requesting that the
Department of Telecommunications and Energy (the “Dcpartment”) allow discovery,'
hearings and briefs on the Company’s calculation of the Pension Adjustment Factor (the
“PAF”).2 The Attorney General claims that a full “examination” is necessary because
(1) the Company’s PAF schedules contain “new, subjective and undocumented
information;” and (2) the schedules were not presented during the hearings in this case
(Attoney General Letter at 1). As described below, the Company’s PAF Filing is based
directly on the sample calculation presented in DTE-1-4(Rev) in D.T.E. 03-47-A and
incorporates the exact amounts and calculations presented in that exhibit except where
necessary to institute changes expressly required by the Department’s Order.

The Company has already responded to 27 infonmation requests issued by the Attomey General
and one issued by the Department in relation to this compliance {iling.

On December 1, 2003, the Company filed with the Department: (1) compliance tariffs 1o establish
a Pension/PBOP Adjustment Mechanism for cach WSTAR retail company pursuant to the

Decpartment’s dircctives in  Boston Edison  Company, Commonwealth Electric Company,

Cambridge Electric Light Company and NSTAR Gas Company, D.T.E. 0347-A (2003) (the
“Crder”); and (2) the Company's first annual Pension/PBOP Adjustment Factors for effect January

1, 2004 (the “PAF Filing"”). Although motions for clarification and reconsideration of the Qrder
are now pending before (he Department, the issues raised in the motions do nol require resolution
by the Department prior to its approval of the compliance tariffs and PAF Filing. The compliance
tariffs and PAF Filing serve only to implement the terms of the Department’s Order and prescat no
new information or calculations for the Department’s consideration.
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In that regard, the Attorney General claims that the Department should investigate
at least five topics, including: (1) the balance of prepaid pension and PBOP amounts;
(2) the actual amount of pension and PBOP expense included in the PAF calculation;
(3) the level of pension and PBOP expense amounts currently included in rates; (4) the
amount of pension and PBOP regulatory asset balances that have been deferred as a result
of the Department’s decisions in Boston Edison Company, DP.U. 92-92 (1992) and
Cambndge Electric Light Company, D.P.U. 92-250 (1993); and (5) the level of camrying
charges allowed by the Department’s Order (Attomey General Letter at 2-4).. However,
the record in D.T.E. 03-47 is clear on all of these points and the Attommey General's
request for hearings represents an attempt to re-litigate issues already determined by the
Department. Accordingly, the Department should deny the Attomey General’s Motion.

) Prepaid Pension and PBOP Balances

The Attorney General claims that there are three reasons that the Department
should investigate the prepaid amounts, which are: (1) there is no disaggregation of these
balances to remove the prepaid amounts for non-retail businesses including generation,
transmission and the holding company; (2) the prepaid amount balances are denived from
the pension and PBOP actuarial studies requiring review of the underlying assumptions;
and (3) a factor of 0.82 and 0.83 is applied, “without explanation” to determine the
amount of deferred income taxes deducted from the prepaid balances (Attormey General
Letter at 2). None of these claims has merit.

First, in terms of disaggregating the prepaid amounis among regulated and non-
regulated companies, the record in D.T.E. 03-47 established that the prepaid pension and
PBOP amounts included in the sample calculation presented in DTE-1-4(Rev), and
duplicated in the PAF Filing, are the portion of the prepaid balances -that relate
exclusively to the four regulated retail compa.nics.3 Thus, it is not necessary or
appropriate to “disaggregate” the balances included in the PAF Filing among the non-
retail generation, transmission and holding company businesses.

Second, the Department’s Order recognizes that prepaid amounts are the
difference between amounts booked by the Company pursuant tc SFAS 87 and SFAS 106
and cash amounts contributed by the Company to its pension and PBOP trust funds.
Order at 33-34. Pension and PBOP prepaid balances are presented in the PAF Filing only
for the purpose of calculating the carrying costs, which apply to the average annual

3 The Company provided a comprehensive discussion of the derivation of the prepaid pension and

PBOP amounts for 2002 and 2003 in the PAF Filing in response to the Attomey General’s
Information Requests AG-1-4, AG-1-3, AG-1-1¢ and AG-1-11, which were issued in relation to
the compliance filing. In the 2004 PAF Filing, the Company will allocate the prepaid amounts
based on actal, total-year 2003 labor benefits cxpenses. Please refer to the Company’s response
to Information Request AG-1-4.
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balance of prepaid pension and PBOP expense. In D.T.E. (347, the Company calculated
the average annual balance of pension and PBOP prepaid amounts by averaging the
balances as of December 3, 2002 and December 31, 2003.* See, Exhibit DTE-1-4
(Rev), at Line 12. The amounts used in the PAF Filing (at lines 9 and 14) to calculate the
prepaid pension and PBOP balances are the same as the amounts shown in Exhibit DTE-
14 (Rev){Line 12).

Moreover, there is no need to investigate the actuarial assumptions underlying the
calculation of the prajected 2003 SFAS 87 and SFAS 106 expense, which forms the basis
of the prepaid balance calculation. The total prepaid pension and PBOP balances as of
December 31, 2002 are computed as the difference between cash contributions to the
fund in previous years and the Company's booked SFAS 87 and SFAS 106 expense. The
actual 2003 prepaid balances will be known at the time the Company files its next PAF
Filing in December 2004, and therefore, the Company expects that it will true-up to the
actual 2003 prepaid balance by entity in that filing. As a result, it is not necessary or
appropriate to expend resourccs at this time to “investigate” the assumptions underlying
the actuarial studies that form the basis of the estimated 2003 SFAS 87 and SFAS 106
expense.

Third, the factors applied to determine the amount of deferred income taxes
deducted from the prepaid balances were established in D.T.E. 03-47. See, e.g., Exhibit
DTE-2-19 in D.T.E. 03-47. The Company provided a comprehensive response to the
Attorney General’s Information Request AG-1-6 on the PAF Filing, which referenced the
record in D.T.E. 03-47 and explained that these factors reflect the capitalization rate
applicable under Section 263A of the Intemal Revenue Code.

Lastly, it should be noted that the Attorney General was provided with the full and
fair opportunity to challenge or rebut the accuracy of these prepaid balance amounts in
D.T.E. 03-47 and the Attorney General failed to do so. Granting additional hearings in
this proceeding at this point in time would not produce any new information, nor would it
be appropriate given that these amcunts were presented and considered by the
Department in D.T.E. 03-47.

(2) Pension/'PBOP Expense Levels

The Attorney General claims that the Company’s pension and PBOP expenses for
2003 must be “tested for appropriateness” regarding: (1) the actuarial assumptions
underlying the projected expense; (2} the amount of costs allocated to regulated and non-
regulated businesses; and (3) the capitalization rate. As with the Attomey General’s other
claims, it is not necessary or appropriate for the Department to investigate these issues in
the context of this filing.

4 As discussed below, the prepaid balances will be subject to reconciliation in the 2004 PAF Filing.
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First, in terms of the actuarial assumptions underlying the 2003 expense, the
Attorney General ignores the fact that (1) under the reconciliation mechanism, the
Company recovers no more and no less than its booked SFAS 87 and SFAS 106 expense;
and (2) the year-to-year calculation of SFAS 87 and SFAS 106 expense inherently
accounts for the differences between the actuarial assumptions and actual experience in a
given year, Le., the expense derived under SFAS 87 and SFAS 106 in any given year is,
in part, dictated by the reconciliation of actual experience in the current year to the
actuarial assumptions made in the past year. The actuarial assumptions underlying the
pension/PBOP expense calculation were presented in D.T.E. 0347 (see, DTE-2-7 and
AG-1-9). As aresult, there is no need to investigate the actuarial assumptions underlying
the calculation of the projected 2003 SFAS 87 and SFAS 106 expense.

Second, the calculations in the PAF Filing are based on the same allocation
percentages and capitalization rates set forth in D.T.E. 03-47, at Exhibit DTE-1-4 (Rev).
Specific references to the record in D.T.E. 03-47 are provided in response (o Information
Request AG-1-15, AG-1-18, AG-1-19 and AG-1-20 issued by the Attomey General on
the PAF Filing. As stated therein, the capitalization rates are based on the historical
proportion of company labor dedicated to capital work. The Company expects to true-up
the 2003 allocation percentages and capitalization rates based on final actual results that
will become available in 2004. As a result, further proceedings would not produce any
new information, nor would it be appropriate to expend resources at this time to
“investigate” the allocation percentages or capitalization rates.

The Attorney General was provided with the full and fair opportunity to challenge
or rebut the accuracy of the SFAS 87 and SFAS 106 expense amounts in D.T.E. 03-47
and the Attomney General failed to do so. Granting additional hearings in this proceeding
at this point in time would not produce any new information, nor would it be appropriate
given that these amounts were presented and fully considered by the Department in
D.T.E. 03-47.

(3)  Pension/PBOP Amounts in Rates

The Attormey General claims that the Department shounld investigate and
determine the amount of pension and PBOP expense included in rates. As explained by
the Company in responses to the Attorney General’s information requests on the PAF
Filing, the level of Company pension and PBOP expense amounts currently included in
rates was established on the record in D.T.E. 03-47-A.> The Company used the same
amounts in the PAM-1 tariff and the PAF Filing at page 1, line 3 (divided by one-third to
reflect the four-month period September through December 2003). The evidentiary

3 See responses to Information Requests AG-1-1, AG-14, AG-1-5, AG-1-9, AG-1-10 and AG-1-11
filed on December 17, 2003, in answer to the Atlorney General's compliance discovery.
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record on the amount of pension/PBOP costs in rates is clear and uncontested, and
therefore, it would be inappropriate for the Department to reopen evidentiary hearings to
reconsider the record evidence in the compliance phase of this proceeding.®

“@ Deferral Balances

The Attorney General claims that new additional evidentiary hearings are needed
to examine the amount of pension and PBOP regulatory assels balances that have been
deferred as a result of the Department’s decisions in: (1) Boston Edison Company,
D.P.U. 92-92 (1992); and (2) Cambndge Electric Light Company, D.P.U. 92-250 (1993)
(Attorney General Letter at 3-4). This request should be denied by the Department
because the record in this case includes a full discussion and identification of these
deferral balance amounts, both of which were not challenged or rebutted by the Attomey
General during the hearings. In addition, the Department’s Order explicitly approves the
recovery of these deferral balances. Order at 45. To allow further examination of this
information in the compliance phase of this procceding is tantamount to the Department
granting a motion for reconsideration where the record is clear and no error has been
shown.

5) Carrying Charges

The Attorney General claims that when the Department allowed a return on the
prepaid balances, it did not recognize or make any provision for grossing up that amount
for income taxes (Attorney General Letter at 4). According to the Attomney General, the
carrying charge rate should therefore be based on 8.16 percent, and not the 10.88 percent
carrying charge used by the Company, which has been grossed up for income taxes. The
Attorney General’s argument seeks to create confusion where none is present, and should
be rejected by the Depariment.

Both the record in the case and the Department’s Qrder are clear that the return
allowed by the Department will be grossed-up for income taxes. Indeed, the Departmnent
consistently has adopted a gross-up mechanism to incorporate the effect of income taxes

& This issue is also the subject of the Artorney General's scparate Motion for Clarification, or the in

the Ahtemnative, for Reconsideration, dated November 20, 2003. As stated in the Company’s
response to the Attomey General’s November 20 Motion, the amount of pension/PBOP expense in
rates was determined in D.T.E, 0347,

As stated in the Company’s response (o Information Requests AG-1-24 and AG-1-25 of the PAF
Filing, Exhibit AG-1-44 in D.T.E, 03-47 presented the workpapers that detail the calculation of the
2003 beginning balance of the Boston Edison deferred pension costs relating to D.P.U. 92-92 and
Cambridge Eleciric Light Company’s deferred PBOP balances relating to D.P.U. 92-250. In
addition, the prefiled testimony of Mr. Judge described the inclusion of these deferred balances in
the Company’s Pension Adjustment Mechanism, and specifically identified the unamortized
balances associated with these deferrals, Exhibit NSTAR-JJ av 32-33. This information was
apain included in Exhibit DTE-1-4 (Rev) at 2 (notes | and 2).
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when calculating the allowed rate of return. See e.g,, Western Massachusetis Electric
Company, D.P.U. 86-280-A at 40 (1997) (“[The Department] hafs] adjusted the net-of-
tax rates of retum used to compute the return, carrying charges and amortization, to
reflect our findings as to the appropriate tax rates and cost of capital for the various
periods over which the return, camrying charges and amortization are computed, as
determined in this Order”). Mr. Judge testified that “the return will be based on the rax-
effected weighted average cost of capital for each distribution company, as most recently
applied by the Department.” Exhibit NSTAR-JJJ at 33 (emphasis added). In addition,
the Department’s Order states that the “final component of the Companies’ proposal is
the recovery of carrying charges (or money costs), based on the tax-¢ffected weighted cost
of capital of each of the Companies . . .* Order at 33. Accordingly, no additional
hearings are appropriate or necessary to examine the Department’s allowed carrying costs
in this case.

©) Conclusion

The annual PAF factors will become effective on January 1 of each year based on
financial data from the prior calendar year. By definition this means that the annual filing
will precede the availability of complete and final financial data. The annual filings will
involve amounts that are based, in part, on amounts established in D.T.E. 03-47 that do
not change from year to year, and in part, on forecasted amounts that will need to be
subsequently reconciled. As a result, there is no need to litigate every element of a
reconciling formula, such as the transition charge, cost of gas adjustment charge and other
reconciling mechanisms, before the factor is placed in rates. In general the Department
routinely approves such rates, without full hearings, subject to a later true-up to actual
amounts as the estimated amounts become finalized. In this specific matter, the
Company’s PAF Filing i1s entirely consistent with the numbers, methodologies and
schedules presented in D.T.E. 03-47. The Attorney General has not raised any issues
absent from the initial case and seeks only to relitigate issues already determined by the
Department.

Accordingly, the Company requests that the Department approve the compliance
filing and PAF for effect on January 1, 2004.%

It is imperative that the PAF go into effect on January 1, 2004, coincident with new transition,
standard offer, transmission and default service adjustment rates for Boston Edison, Cambridge
and Commonwealth. The Company designed these rates (which must meet the statutory 15
percent, inflation adjusted rate reduction for standard offer scrviee customers) based on the
implementation of the PAF on January |, 2004, Any delay in the implementation of the PAF
wonld require changes in the other rates that are to po into effecl on that date. See filings in
D.T.E. 03-117 and D.T.E. 03-118.
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Thank you for your attention to this matter.
Sincerely,
(LslcA-O. .\Cﬂ—n% l l-,,,@

Robert J. Keegan

Enclosures

cC: Service List
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Information Request AG-1-31

Please provide copies of all documents and correspondence, including e-mails, for the
last 18 months between the Companies and its independent auditors regarding its
pension and PBOPs.

Response

Please refer to Attachment AG-1-31 (BULK) for the requested information. A single
copy of this BULK response is being provided to the Department and the Attorney
General.
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Attachment AG-1-31
Farrell, Michael Page 1 of 73

From: teresa.m.medelros@us.pwec.com

Sent: Tuesday, January 08, 2004 10:20 AM _

To: Michael_Farrell@nstaronline.com; sheryl.a.sciaudone@us.pwe.com

Cc: francis.schlosser@us.pwe.com; james.c.horvath@us.pwe.com; lisa.g.ullman@us.pwe.com
Subject: Re: 12/31/03 Discount Rates

Mike,
The 12/31/2003 discount rates are now available, and are below (compared to tha rates we gave you in
September and October 2003).

9/30/2003 10/31/2003 12/312003

Moody's AA 5.86% 6.11% 6.01%
Merrili Lynch 10+ 5.68% 5.88% 5.81%
Merrfli Lynch 15+ 5.78% 5.89% 5.87%

| apologize for the delay. Please let me know if you have questions.

Regards,
Teresa

Teresa M. Medeiros, ASA., MAAA
Senior Associate
PricewaterhouseCoopers, LLP
One International Place

Boston, MA 02110

Ph: (617) 530-4406

FAX (813) 375-8523

Em: teresa,m.medelros@us.pwec.com

Lisa G. Uliman
12/19/2003 09:10 PM To: "Fanrell, Michael <Michael_Farrgli@nstarcnline.com>@INTL
617 530-4395 /s Teresa M Medeiros/USITLS/PwC@Amaricas-US, James & HorvathlUSITLS/PwC@Americas-US, Francis
Boston - One
Inizmetianal Placa Schlosser/SIABASPwC@Amernicas-US ]
us Subject  Re: 12/31/03 Discount Rates.ink
Mike-

How aboul that Monday January 4. Our office is closed on that Friday and | am not sure how readily available the
rates will be on that day any way.

-Lisa

11/4/2004
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03-47B
Lisa G. Ullman Attachment AG-1-31
PricewaterhouseCoopers LLP Page 2 of 73

One International Place
Boston, MA 02110

Direct Dial; 617 530-4395
Fax: 813 639-3603
Lisa.G.Uliman@us.pwc.com

PLEASE NOTE THAT EFFECTIVE OCTOBER 17, 2003, MY NEW DIRECT DIAL TELEPHONE AND FAX
NUMBERS CHANGED AS FOLLOWS:

PHONE: 617 530-4395

PRIVATE FAX: 813 638-3503

THE MAIN OFFICE NUMBERS HAVE ALSO CHANGED, AS FOLLOWS:
PHONE: 617 530-5000

MAIN FAX: 617 530-5001

“Famall, Michae!" <MIchasl_Farreli@nataronline.com>

$2/19/2003 08:01 PM To: Lisa &. Viman/USITLSIPwC@Americas-US

e
Subject:  12/31/03 Discoun! Rales

Lisa,

T lost the person's name who sent me the discount rate updates back in
October. Could you forward this message so that I could get the year end
rates on 1/2? Or at least as much as you have at that poinkt?

Have a great holidays!!

Mike

hkwb kb hkhhkkhkdk kb gk h kb kdrdohokh kbt d kg drh bbb Fddddr ok & bk ook gk o ek e ok

This email and any files transmitted with it are confidential and
intended sclely for the use of the individual or entity to whom they
are addressed. If you have received this email in error please notify

the system manager.
AEE R SRS R E SRR R LSRR SlRE R R R R R R R R AR R RS RERR RS RS R LR R SR AR RS EEEEEES]

The information transmitted is intended only for the person or entity to which it is addressed and may contain
confidential andfor privileged material. Any review, retransmission, dissemination or other use of, or taking of any
action in reliance upon, this informatlon by persons or entities other than the intended recipient is prohibited. If
you received this in error, please contact the sender and delete the material from any compuler.

Please make sure you are familiar with the NSTAR Information Systems
Acceptable Use Policy.

11/4/2004
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Attachment AG-1-31

Farrell, Michael Page 3 of 73

From: lisa.g.ullman@us.pwc.com

Sent:  Monday, August 23, 2004 2:05 PM
To; Michael_Farrell@nstaronline.com
Ce: sean.p.riley@us.pwc.com
Subjaect: RE: NSTAR substantive pian

Mike-

Just last week there was more on caps. If you see the observation related to the Bell South accounting you wil
see it may not be as straight forward as we thought earlier.

-Lisa

Lisa G. Ullman

Human Resource Services
PricewaterhouseCoapers LLP
One Intemational Place
Boston, MA 02110

Direct Dial: 617 530-4395
Fax: 813 639-3603
Lisa.G.Uliman@us.pwe.com
http:fhweann . pwe.comiusihrs

- 1}, Michaol™ <Ml Farreli@nstaroniine.
Farrell, Michaol” <Michas!,_Farreli@nstarenline.coms> To Lisa G. Ulman/USITLS/PwC@Americas.US

07/2212004 OT:47 PM £C Sean P RileyfUSIABASIPwWC@Amercas-US
Subjecl RE: NSTAR substantive plan

Thanks Lisa. 1 think it is safe to say that our caps are definltely subject to collective bargaining. In fact, itis
probably one of the hottest sirike issues for next year. So, | think our conclusion should stick.

Mike

--—Qriginal Messagg-----

From: lisa.g.ullman@us.pwc.com [mailto:lisa.g.ullman@us.pwc.com]
Sent: Thursday, July 22, 2004 6:27 PM

To: Michael_Farrell@nstaronfine.com

Cc: sean.p.riley@us.pwc.com

Subject: RE: NSTAR substantive plan

{ agree- except that the ARM does say that "sometimes it will be difficult to assess whether the caps in the reliree
plan are subject to actual bargaing, making the provislons in FAS 106 very difficult to apply in practice. For

11/4/2004
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example, il the employer intends to increase the cap for the effects of general inflation without requidiiacimednt AG-1-31
pro quo reduclions in benefits, compensation, or other trade-offs, it would be appropriate to assume related Page 4 of 73

increases in the caps.”

-Lisa

Lisa G. Ullman

Human Resource Services
PricewaterhouseCaoopers LLP
One Intemationa! Place
Boston, MA 02110

Direct Dial; 817 530-4385
Fax: 813 639-3603
Lisa.G.Uliman@us.pwc.com

hitp:/fwww.pwe.com/usihrs
“Famell, Michael® <Michaal_Farreli@nstaronline.com>

07/2212004 05:42 PM

Lisa,

To Usa G. UIman/USITLSIPwC@Americas-US

€C Saan P Rilsy/USIABAS/PWC@Americas-US
Subject RE: NSTAR subsiantive pfan

| was able to look at the ARM you referred to at the end of your e-mail by {coking it up on Comperio. My reading
of 43680.315 is that we should not anticipate any change to the cap in our FAS 106 caleulation for cur collectively
bargained plan. | think it is generally our intention to keep the management plan in line with the union plan

goingforward. So, | guess | would make the same conclusion on the management plan.

| guess all this says that for purposes of delermining the substantive plan, we should assume lhat the current

collectively bargained cap goes forward.

Mike
--—Original Messaga—-

From: lisa.g.ullman@us.pwc.com [mailto:lisa.g.ullman@us.pwc.comi]

Sent: Thursday, July 15, 2004 11:29 AM
To: Michael Farrell

Cc: sean.p.riley@us.pwc.com

Subject: Fw: NSTAR substantive plan

Mike- see below. (as you can tell § found your email address)

-Lisa

11/4/2004
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Human Resource Services Page 5 of 73

PricewaterhouseCoopers LLP

One International Place

Boston, MA 02110

Direct Dial: 617 530-4395

Fax: 813 639-3603

Lisa.G.Uliman@us.pwe.com

htip:/iwww.pwe.comfusinrs

—~— Forwarded by Lisa G. Ulman/USITLS/PwC on O7/1572004 0319 AM ——
Lisa G. Ulman/US/TLS/PwG

To Sean rlay
071132004 05:11 PM
617 5304395 s
Boston - One Inlemational Placa Subjecl NSTAR substantva plan
us

Implementation Guide on FAS 106

3. Q-A collectively bargained defined benefit postretirement heallh care plan of a single employer may stipulate
that benefits will be provided for the duration of the collective-bargaining agreement or may imply or explicitly
state that benefits are subject to renegotialion upon the expiration of the cumrent collective-bargaining agreement.
Past negoliations have resulted in the continualion of the plan, although the plan has been amended at various
times. Shauld the accumulated postretirement benefit obligation (APBC) be measured based only on benefits

expected to be paid during the period the current agreement will be In force? [8, 23)

A-No, The APBO should be measured assuming that benefits will be provided beyond the pericd covered by the
cument collective-bargaining agreement. Paragraph 8 of Statement 106 states, "Absent evidence 1o the contrary,
it shall be presumed that an employer that has provided postretirement benefits in the past or is currently
promising those benefits to employees will continue to provide those future benefits.” Thus, llke accounting for the
substanlive plan, the practice of providing postretirement benefits creates a presumption that postretirement
henefits will continue to be provided in the future. Unless the most recently negotiated collective-bargaining
agreement explicitly states for the first time that the payment of postrelirement benefits will be discontinued upon
the contract's expiration and that is the expectation of the partles to the agreement, the presumption of an
ongoing plan [s nof overcome by the presenca of an expiration date for the present colleclive-bargaining
agreement.

Substantive Plan

6. Q-Can future amendmenis to a written postretirement health care plan that change the amount of a defined
dollar cap be anticipated as part of the substantive plan? [17, 23-25]

A-~-Yes, if the conditions In paragraphs 24 and 25 of Statement 106 are satisfied. A defined dollar cap is part of an
employer's cost-sharing arangement under which the employer limits the amount it will spend for refiree benefils
by defining lhe maximum dollar amount for each retiree or the relires group to ba applied by lhe employer foward
the cost of retiree benefits. For example, a plan wilh a defined dollar cap may stipulate that the employer will pay
for all retiree heallh care costs in a year up lo a specified dollar limit. A past practice of regular increases (or
decreases) in that defined dollar cap may indicate that the cost-sharing provisions of the substantive plan differ

from the extant written plan.

11/4/2004
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defined in terms of monetary amounts as discussed in paragraph 267 [16, 17, 26] Page 6 of 73

A-No. Changes in monetary benefits provided by one plan or changes in the amount of a defined dollar cap on
cost sharing for a different plan may need to be anticipated as part of determining what are the substantive plans.
However, the nature of the promises for the two plans differs. Benefits for the first plan are defined in mongtary
amounts, for example, a stipulated dollar amount of ife insurance coverage, whereas benefits offered under the
defined dollar capped plan are not defined In monetary amounts. Although the cap on the employer’s contribution
is defined in monetary terms, the benefits are the specified eligible medical ¢laims with payment by the employer
being no greater than the amount of that cap. Changes in the types of benefits or the types of health care costs
covered by a plan cannot be anticipated.

Excerpts from FAS 106
Measurement of Cost and Obligations

Accounting for the Substantive Plan

23. An objective of this Statement Is that the accounting reflect lhe terms of the axchange fransaction that takes
place between an employer that provides postretirement benefits and the employees who render services in
exchange for those benefits, as those terms are understood by both parties to the transaction. Generally, the
extant written plan provides the best evidence of the terms of lhat exchange transaction. However, [n some
situations, an employer's cost-sharing policy, as evidenced by past practice or by communication of intended
changes to a plan's cost-sharing provisions (paragraphs 24 and 25), or a past practice of reguler increases in
certaln monetary benefits {paragraph 26) may indicate that the substantive plan-the plan as understood by the
parties o the exchange transaction-differs from the extant written plan. The substantive plan shall be the basis
for the accounting,

24, Except as provided In paragraph 25, an employer's cost-sharing policy, as evidenced by the following past
practice or communication, shall constitute the cost-sharing provisions of the substantive plan if either of the
following conditions exist. Olherwise, the extant written plan shall be considered to be the substantive plan.

a. The employer has a past practice of {1} maintaining a consl!stent level of cost sharing between the employer
and its retirees through changes in deductibles, coinsurance provisions, retiree conbributions, or some
combinalion of those changes or {2) consistenlly increasing or reducing the employer's share of the cost of the
covered benefits through changes In retired or actlve plan particlpants’ contributions toward their retiree health
care benefils, deduclibles, coinsurance provisions, out-of-pocket limitations, and so forth, in accordance with the
employers astablished cost-sharing policy

b. The employer has the ability, and has communicated to affected plan participants its intent, to institute
different cost-sharing provisions at a specified lime or when cerlain conditions exist {for example, when health
care cost increases exceed a certain level).

25. An employer's past practice of maintaining a consistent level of cost sharing with its retirees or consistently
increasing or reducing its share of the cost of providing the covered benefits shall not constitute provisions of the

substantive plan if accompanled by identifiable offselting changes in other benefits or compensation ¢ or if the

employer incurred significant costs, such as work stoppages, to effect that cost-sharing policy.1? Similary, an
employer's communication of [ts intent lo institute cost-sharing provisions that differ from the extant written plan
ar the past cost-sharing practice shall not constilute provisions of the substantive plan (a) if the plan partlcipants
would be unwilling to accept the change without adverse consequences to the employer's operations or (b} if
other medifications of tha plan, such as the leve! of benefit coverage, or providing offsetling changes in other
benefits, such as pension benefils, would be required to gain plan participants’ acceptance of the change to lhe
cost-sharing arrangement.

11/4/2004
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26. A past practice of reqular increases in postretirement benefits dafined in terms of monetary am’gﬁﬁsc ?gg; : ?2{? ;

indicate that the employer has a present commitment to make future Improvements to the plan and that the p!
will provide monetary benefits atiributable to prior service that are greater than the monetary benefits defined by
the extant written plan. In those situalions, the substantive commitment to Increase those benefits shall be the
basis for the accounting. Changes in the benefits, other than benefits defined in terms of monetary amounts,
covered by a postretirement health care plan or by olher poatretirement benefit plans shall not be anticipated.

27. Contributions expected to be received from active employeas toward the cost of their postretirement
benefits and from relired plan parlicipants are treated similarly for purposes of measuring an employer's
expacted postretirement benefit obligation. That abligation is measured as the actuarial present value of the
benefits expected o be provided under the plan, reduced by the actuarial present value of contributions
expected to be received from the plan particlpants during their remaining aclive service and posiretirement
periods. In determining the amount of the confributions expected to be recelved from those particlpants toward
lhe cost of their postretirement benefits, consideralion is given to any related substantive plan provisicns, such
as an employer's past praclice of consistently increasing or reducing the contribution rates as described in
paragraphs 24 and 25. An abligation to retum confributions received from employees who do not attain eligibility
for postretirement benefits and, If applicable, any interest accrued on those contributions shall be recognized as
a component of an employer's postrelirement benefit obligation.

28. Automatlc benefit changes 1! specified by the plan that are expected to occur shall be Included in
measurements of the expected and accumulated postretirement benefit obligations and the service cost
component of net periodic postretirement benefit cost. Also, plan amendments shall be included in lhe
computation of the expected and accumulated postretirement benefit obligations once they have been
contraclually agreed to, even if some provisions take effect only in fulure periods. For example, if a plan
amendment grants a different benefit level for employees reliring after a future date, that increased or reduced
benefit level shall be included in current-period measurements for employees expected 1o retire after that date.

FAS106, Footnote 10-By definition, an employer does not have the unitateral right to change a colleclively
bargalred plan. Therefore, if the postretirament benefits are the subject of collective bargaining, lhe extant written
plan shall be the substantive plan unless the employer can demonstrate its ability to maintain {a) a consistent
level of cost sharing or (b} a consistent practice of increasing or reducing its share of the cost of the covered
benefits in past negetiations withcut making offsetting changes in other benefits or compensation of the affected
plan partlelpants or by incurring other significant costs to maintain that cost-sharing amangement.

I think there is also something in the ARM that mentions that more than one change may indicate a change in the
substantive plan.

-Lisa

Lisa G. Ullman

Human Resource Services
PricewaterhouseCoopers LLP
One International Place
Boston, MA 02110

Direct Dial: 617 530-4395
Fax: 813 639-3603
Lisa.G.UlIman@us.pwe.com

hitp:/iwww.pwe.comfusihrs
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Title: BeliSouth Announces Significant Amendment to FAS 106 Accounting
Anthor: Murray S. Akresh

Summary: BellSouth announced that due to its history of waiving the caps in its union-negotiated
retiree health plan, including its recently completed negotiation, the company will begin accounfing
under FAS 106, Emplayers * Accounting for Postretirement Benefits Other Than Pensions, as if
there were no caps in the plan. Other employers with a similar history should consider whether any
change to their substantive plan is required.

On August 18, 2004, BellSouth issued the following press release:

“ATLANTA - BellSouth Corporation (NYSE: BLS) announced today that the new terms of
the retiree medical benefits plan included in its tentative agreement with the CWA reached
on August 7th will result in a change in the calculation of its retiree medical obligation.

The agreement with the CWA contains contractual limits on the company funded portion of
retiree medical costs (referred to as "caps”). BellSouth has waived the premiums in excess of
the caps during the current and past contract periods and, therefore has not collected
contributions from non-management retirees. BellSouth has previously calculated its
obligation for non-management retiree medical costs based on the terms of the written
agreement with the CWA.

The recent tentative agreement with the CWA includes an increase in the amount of the
caps. With this increase, BellSouth will begin recording retiree medical costs as if there
were no caps in future periods, effective in the fourth quarter of 2004. The change in the
calculation will result in an increase to the retiree medical benefit obligation of
approximately $3.3 billion which will be recognized over the average remaining service life
of employees. The impact on fourth quarter 2004 earnings per share will be approximately 3
cents to 4 cents per share.”

Observation: Some employers have collectively bargained retiree health care plans that
contain caps, dollar-denominated benefirs, or other provisions that limit their share of the cost of
bencefits. In some cases, the limits would have resulted in increased retiree contributions in periods
after the current contract expired, but those retiree contributions were not required because each
successive contract negotiation increased the limit. Even though the negotiated increases may have
occurred as a result of successive contract negotiations, because they generally applied only to the
period of each new contract, future waivers and increases were not anticipated when measuring the
overall benefit liability. Although paragraph 25 of FAS 106 and footnote 10 to that paragraph
suggest that employers with collectively bargained plans should generally consider the written plan
fo be the substantive plan for purposes of accounting under FAS 106, waiving or increasing limils
as part of successive union contract negotiations could be sufficient to establish a substantive plan
that differs from the written plan. Discussions with the SEC staff have confirmed this. Employers
should assess whether a series of negotiated waivers, increases, or other changes in plan terms
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reflects a sufficient past practice to establish a substantive plan that is different than the written age 10 of 73
plan.

Please call Murray Akresh at 646-394-2362, Kevin Hassan at 203-539-4049 or Greg Nicholson at
646-394-4225 with questions on this release.

Attachment

NTCU 04/193
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From: sheryl.a.sciaudone@us.pwe.com
Sent:  Tuesday, April 20, 2004 7:15 AM

To: daniel_delmonte@nstaronline.com; john_morelra@nstaronline.com;
michael_farrell@nstaronline.com
Ce: francis.schlosser@us.pwe.com

Subject: March 2004 SORD

Hi-

Hope all is well, Attached is the January - March 2004 Summary of Reporting Developments.

Sheryl

Sheryl A_ Sciaudone
PricewaterhouseCoopers LLFP

Assurance and Business Advisory Services
One International Place

Boston, MA 02110

Direct Line : (617) 530- 4265

Right Fax : (813) 375- 7723

Please make sure you are familiar with the NSTAR Information Systems
Acceptable Use Policy.

11/4/2004
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ABAS Americas
Summary of Reporting Developments

SUMMARY OF REPORTING DEVELOPMENTS
JANUARY 1, 2004 THROUGH MARCH 31, 2004

FASB Projects
— Business Combinations: Purchase Method Procedures
— Business Combinations: Fresh Start (New Basis) Accounling
— Combinations of Not-for-Profit Organizatlons
— Comblnations Between Mulual Enterprises
— Disclosures about Intanglble Assets
— Liabilities and Equity (Phase Two)
— Proposed Amendment to Revise the Definition of a Liability
~ Consolidations Policy and Procedures
- Financial Performance Reporting by Business Enterprises
- Revenue Recognition
— Short-term international Convergence
— Intemational Convergence
— Simplification and Codification Project
— Eaquity-based Compensation
— Qualifying Special-Purpose Entillas and Isolation of Transferred Assets
- Clarifying the Criterla for Liabllity Extinguishment
- ir Value Measurement
~ Cash Balance Pension Plans — Interpretation of FASB Statement No. _lﬁD
— Loan Commitmenls
— Beneficlal Interests in Securitized Financial Assets
- Mortgage Servicing Rights at Fair Value
— Interpretation of the Liability Recognition Provisions of Statement 143

FASB Final Pronouncements
— FAS 132, Employers’ Disclosures about Pansions and Olher Postretiremenl Ben@
2003)
— FIN 48, Consolldation of Variable Interest Entitles (revised 2003}

FASB Staff Posltions
EITF Issues

SEC Rule-Making Initlatives and Interpretations
— Final SEC Releases
— Proposed SEC Rules
— Other SEC Rule-making Initiatives, Studles, and Interpretations

PCAOB Rule-Making Inltlatives and Interpretations
~ Final Releases
— Proposed Releases



FASB Projects

AICPA Projects and Pronouncemsnts

Statements of Position

AICPA Praclice Aids, Toolkits, and Practice Alerls
Proposed Statements of Position and Practice Alds
Proposed Statements on Audiling Standards

Other propcsed rules

GASB

GAOD

IASB

Projects and Pronouncements

IFRIC Interpretations

IFAC/IAASB Pronocuncements

0347B
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Page 13 of 73
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Cash Balance Penslon Plans — Interpretation of FASB Statement No. 87

In September 2003, the Board added a limited scope project addressing the measurement of
liabilities under “cash balance® pension plans. Key objectives of the project will be te défine the
scope of the project and then to develop a consistent method of measuring the pension
obligations. The project's scope is limited to the measurement of costs and liabilities under “cash
balance” pension plans with variable interest-crediting rates.

To dale, he Board has agreed on a proposed definition of a cash balance pension plan:

“A cash balance pension plan is a defined benefit penslon plan (as defined In the glossary of
Statement 87) that defines the promised employee benefit by reference to a notional account
balance. An employee’s notional account balance is increased with periodic notional principal
credils and noticnal fixed and/or variable inlerast or investment credits, and may be increased for
other notional ad hoe credits. Upon separation of employment, for any reason, by a fully vested
employse, tha amployee is entilled to the nolional account balance as either a lump sum or an
acluarially equivalent annuity either immediately or at a future date. Subject to the terms of the
plan or regulatory requirements, an employee may be entitled to a settiement amount greater
than the notional account balance due to the craditing of future Interest (or investment) credits
that are not conditioned upon fulure service.”

Addilionally, the Board has made the following {entative decisions:

» A hybrid approach will be used for measuring cash balance pension plan obligations
under FAS 87. The hybrid approach requires different treatment for cash balance plans
with fixed-interest crediting rates and plans with a market or market-related interest-
crediling rate. For plans wilh fixed-crediting rates, employers continue to follow the
guidance in FAS 87 which requires employers to project the future value of a plan
participant's notlonal account balance at the fixed, assumed, market, or market-related
crediting rate and discounf that future value in accordance wilh paragraph 44 of FAS 87,
Employers wilh a market or market-related interest crediting rate would be measured at
the participant's notional account balance without projecting or discounting of future
credits.

s  Aturnoverforfeiture assumption should considered by companies when calculating the
pension obligation for variable interest crediting rate plans.

» Upon adaption, entities would perform a new measurement of the projected benefit
obligation using the new method and compare it to the calculation under current
guidance. The difference In lhe two methods would be recorded In the Income statement
as a cumulative-effect-like adjustment.

This project will result in a FASB Interpretation. An exposure draft is expecled In late second
quarter of 2004 with a final interpretation In the latter half of 2004 with an expected effective date
for fiscal years beginning after December 31, 2004,

Project details are available on the FASB's website:
http/fwww.fasb.org/project/intarpretation_st87.shtml

Loan Commitments

In early October 2003, the Board added 2 limited scope pro|ect, the objeclive of which is to clarify
FASB Statement No. 133 (FAS 133), Accounting for Derivalive instruments and Hedging

page 31
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FASB Final Pronouncements

FASB Statement No. 132, Employers' Disclosures about Penslons and Other
Postretirement Benefits (revised 2003)

On December 23, 2003 the Financial Accounting Standards Board {FASB or the “Board")
released revised FASB Statement No. 132 (FAS 132), Employers’ Disclosures aboul Pensions
and Other Postretirement Benefits. The revised standard provides required disclosures for
pensions and other postretirement banafit plans and is designed to improve disclosure
lransparency in financlal statements. The revised standard replaces existing penslon disclosure
requirements, Some of the required disclosures include:

Plan assets by category (i.e., debt, equily, real estate)

Investment policies and strategies

Target altocation percentages or larget ranges for plan asset categories

Projections of fulure benefit payments

Estimates of fulure contributions to fund pension and other postretirement benefit plans
Interim disclosures of [tems such as (1) net periodic benefit cost recognized during the
pericd, including service cost, interest cost, expected retum on plan assets, prior service
cost, and galn/loss due to settlement or curtailment and (2) employer contributions paid
and expected to be paid, if significantly revised from the amounts previously disclosed.

The requirements of the standard are effective for public entities for fiscal years ending after
December 15, 2003 {for calendar year companies, lhis means in thelr 2003 year-end financial
statements) and for quarters beginning after December 15, 2003, unless otherwise stated in the
standard. The standard is effective for nonpublic entities for fiscal years ending after June 15,
2004.

The revised standard, corresponding press release, and a document addressing frequently asked
questions (FAQs) are available on the FASB's website: hitpi/fiwww.fasb.org/ffas132r.odf

(standard); http://waww. fasb.ora/project/pensions_fag.pdf (FAQs);

hiip:fwww fash.ora/newsinr 22303.shiml (press release)

FASB interpretation No. 46, Consolidation of Variable Interest Entities (Revised 2003)

On January 17, 2003, the Financial Accounting Standards Board (FASB or the “Board™) issued
FASB Interpretation No. 48, {(FIN 46 or the “interpretation™), Consolidation of Variable Interest
Entities. FIN 46 was intended to provide guidance in determining (1) whether consolidation Is
required under the “controlling financial interest” model of Accounting Research Bulletin No. 51
{ARB 51), Consolidated Financlal Statements {or other existing authoritative guidance} or,
aiternalively, {2} whether the variable interest model under FIN 46 should be used to account for
existing and new entitles. However, the guidance contained in FIN 46 for making such a
determination resuited in many more questions than it did answers. As a result in July 2003, the
FASB added a limited-scope project to its agenda to modify FIN 46. In December 2003, the
FASB released a revised version of FIN 46 {hereafter referred to as FIN 46R) clarifying certain
aspects of FIN 46 and providing certain entities with exemptions from the requirements of FIN 46.

The variable interest model of FIN 46R was only slightly modified from that contained in FIN 46,
The varlable interest model looks to identify the “primary beneficlary” (PB) of a variable interest
entily {VIE). The PB is the party thal is exposed 1o the majorily of the risk or stands to benefit the
most from lhe VIE's activities. A VIE would be required to be consolldated if either of the
following conditions are mel;

page 34
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FASB Staff Positions

FASB Staff Positions (FSPs) contain FASB Skaff application guldance on a variety of subject
matters. Historically, when the slaff disseminated such guidance, that guidance was issued via
(1) staff implementation guides, {2) FASB staff announcemenls at meetings of the Emerging
Issues Task Force, or (3) “Action Alerts.” FSPs are a way to issue application guidance na
consistent manner. FSPs are sublect to a formal due process. Board members review proposed
and final FSPs prior to Issuance and constituenls have 30 days from the date that the FSP was
posted to the Board's website to respond. Further information regarding FSPs can be found on
the FASB’s website: http://www.fasb.orgffasb staff positionsfindex.shtml

Final FSPs

FSP No, FAS 166-1, "Accounting and Dlsclosure Reguirements Related to the Medicare
Preseription Drug, Improvement and Modernization Act of 20037

On January 12, 2004, the FASB released FASB Staff Position No. FAS 106-1 (FSP 106-1).
FASB Slatement No. 108, Employers’ Accounting for Postretirement Benefits Other Than
Pensions (FAS 106), requires a company to consider current changes in applicable laws when
measuring its postretirement benefit costs and accumulated postretirement benefit obligation.
However, because {1} uncertaintios may exist for plan sponsors surrounding the effect of the
provisions of the Medicare Prescription Drug, Improvement and Madernization Act of 2003 (the
“Act”) and (2} certain accounting issues raised by the Act are not addressed by FAS 106, FSP
106-1 allows plan sponsors to elect a one-time deferral of the accounting for the Act. If deferral is
elected, the deferral must remain In effect until the earlier of {a) the Issuance of guidance by the
FASB or (b} the remeasurement of plan assets and cbligations subsequent to January 31, 2004,
Further, even if an entity elects deferral, certain disclosure requirements are still required.

The FSP is effeclive for interim and annual financial statements of fiscal years ending after
December 7, 2003. The final FSP can be accessed from the Board's website:

hitp:/fwww.fasb.orgffasb staff positions/fsp fas106-1.pdf

FSP FAS 150-3: Effective Date for Mandatorily Redeemable Financlal Instruments of
Cerfain Nonpublic Entities and Certain Mandatorlly Redeemabie Noncontrolling interests
under FASB Statement No. 150 (FAS 150), “Accounting for Cerlaln Financlal Instruments
with Characteristics of Both Liabliitles and Equity.”

The final FSP {1) affects how public and nonpublic entlties classify, measure, and disclose certain
mandatorily redeemable noncontrolling interests associated wilh finite-lived subsidiaries and
mandatorily redeemable financial inslruments and {b} requires entities that have already adopted
FAS 150 to rescind the adoption of certafn provisions of FAS 150 and to permit them to present
the adoplion of the FSP either by restating previously issued financial statements or as a
cumulative effect in the period of adoption.

The final FSP is located on the FASB's websile:
hip:/iwww.fasb.orgifasb staff positionsfsp fas150-3.pdf

FSP FIN 46{R)-1, Reporting Variable Interests In Specified Assets of Varlable Interest
Entitles as Separate Varfable Interest Entities under Paragraph 13 of FASB interprefation
No. 46 (revised December 2003)(" FIN 46(R)"), “Consoiidation of Variable Interest Enfities”
On February 12, 2004, the FASB released this FSP to replace FSP FIN 46-2 as a result of the
release of FIN 46R In December 2003. This FSP states that a specified asset of a variable
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assels as stated in FAS 141 and FAS 142, Comments are due April 16, 2004. The proposed
F5P is available on the FASB's website:
http:#www fasb.orgfasb_staff positions/prop fsp fas141-a&fas142-a.pdf

Proposed FSP FAS 106-b, Accounting and Disclosure Requirements Related to the
Medicare Prescription Drug, Improvement and Modemization Act of 2003

FSP 106-b provides guldance on the accounting for the effects of the Medicare Prescription Drug,
Improvement and Modemization Act of 2003 {the "Act"}, for employers that sponsor
poslretirement health ¢are plans that provide prescription drug benefits. Additionally, this FSP
requires certain disclosures addressing the effect of the federal subsidy provided by the Act.
Upon final approval, the guidance provided in this FSP will supersede the guidance detailed in
FSP FAS 106-1, Accounting and Disclosure Requirements Related to the Medicars Prescription
Drug, improvement and Modemization Act of 2003.

Comments are due April 12, 2004 and the proposed FSP is available on the FASB's website:
htlo-fwww.fasb.orgffash slaff posltions/prop fsp fas106-b.pdf

Proposed FSP FAS 129-a, Disclosure Requirements under FAS 129 Relating to
Contingently Convertible Financial Instruments

On February 25, 2004 the FASB released for public comment FASB Staff Position No. 129-a.
FSP 129-a states that all contingently convertible financial Instruments fall within he scope of the
disclosure requirements of FAS 129. Such contingenily convertlble financial instruments include
those for which the contingent-conversion requirements have not been met, as well as those that
are excluded from the calculation of diluted earnings-per-share.

Comments were due March 26, 2004. FSP 129-a |s posted to the Board's websile:
hitp://www.fasb.orgffasb_staff poslionsfprop fsp fas129-a.pdf

Proposed FSP, Applicabllity of FASB Statement No. 143, Accounting for Assef Retirement
Obligations, to Legisiative Requirements on Property Owners o Remove and DiIspose of
Asbestos or Asbestos-Contalning Materials

This proposed FSP addresses FASB Statement No. 143 (FAS 143), Accounting for Asset
Refirament Obligations, applicability to the removal or disposal of asbestos or asbestos-
containing material. The proposed FSP states that the legal obligation to remove or dispose of
asbestos when a building s either rencvated or demolished is an asset retirement obllgation that
should be recognized as a llability in accordance with FAS 143 upon the existence of the
asbestos.

Comments on this FSP were due by August 13, 2003 and the proposed FSP can be found on the
Board's website: htto://mww.fasb.orgffasb staff positions/06-27-03a prop fsp.pdf

The FASB staff has evaluated the commaent letters received on this FSP. Because of the diverse
views in those comment lefters, the FASB sltaff decided to withdraw the proposed FSP and
address this issue and broader related issues in the FASB project entitled, Interpretation of the
Liability Recognition Provisions of Stalement 143. See above for details concerning this project.

Proposed FSP FAS 46(R)-a, Technical Correction of FiN 46R Relating to Hs Effects on
Question No. 12 of EITF Issue No. 96-21, “Implementation Issues In Accounting for
Leasing Transactions invelving Special-Purpose Entitlas”

The proposed FSP slatas that Appendix F of FIN 46R fully nullifled Question 12 of EITF 96-21.
However, such notification was incorrect and should have stated that the “nullification should

page 39
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From: lisa.g.uliman@us.pwec.com

Sent:  Wednesday, Cctober 27, 2004 5:21 PM
To: Michael_Farrell@nstaronline.com
Subject: RE: NSlar

The benchmark rates are longer term and short term rates we hear about all the time and long term rates often
change differenlly.
Teresa moved to CT for a love interest and is working at a small firm near Hartford.

-Lisa

Lisa G. Ullman

Human Resource Services
PricewaterhouseCoopers LLP
One International Place
Boston, MA 02110

Direct Dial: 617 530-4395
Fax: 813 639-3603
Lisa.G.Ullman@us.pwe.com
hitp:/iwww.pwe.comfusihrs

, Michagl™ Eronil
“Farrell, Michagl™ <Mlichae]_Farrell@nskaroniina.com> To Lisa G, UltmanfUSITLSPWC@Americas-US

=4

1012712004 04:11 PM Subject RE: NStar

Thanks Lisa. | think I can figure it out. I'm surprised how much lower the benchmark rates are.
What happened to Teresa?

Mike

From: lisa.g.ullman@us. pwc.com [mailto:lisa.g.ullman@us.pwc.com]
Sent: Wednesday, October 27, 2004 3:19 PM

To: michael_Famrell@NStaronline.com

Cc: sheryl.a.sciaudone@us.pwec.com

Subject: Fw: NStar

Mike-

I hape this is helpful. Please call if the format doesn't come through correctly.

11/472004



Page2 of 3

03-47B
Attachment AG-1-31
-Lisa Page 19 of 73

— Forwarded by Lisa G_ Ullmarn/USITLS/PwC on 10/27/2004 03:17 PM —
I —

PRICEANATERHOUSE(COPERS FAS 87/106 Interest Rate Guidance -
September 2004

Interest Rates
10/06/2004

Interast Rate Guldance

Interest rate yields for use In selecting discount miss under FASB Statemant Nos. 87/106.

Treasuries
Dec Oec Dec Sep Dec Aug Sep
2000 2001 2002 2003 2003 2004 2004

10 Year (A) 5.12 5.07 383 395 427 4.13 414
Rale an lasl businass day

30 Year (A} 546 5.48 N/A NA N/A NIA NA
Rate on lasl business day

1-10 Year Composile (B) 524 .64 2.12 209 248 285 259
Rate on last business day

10+ Year Composita {B) 5.54 5.65 4.66 468 4,91 475 472

Ralae an tast business day
High Quality {Aaa-Aa} Corporata Bonda

1-10 Year Compasite {C)

Rale on las! busingss day 6.33 4.82 338 3.07 335 3.58 385
10+ Year Compasite (G)
Rala on |ast business day 7.30 6.08 6.00 568 5.81 5.68 5.63
15+ Year (C)
Rate on last business day 7.97 6.94 5.13 578 597 5,80 573
Moody's Aa raled corporate bond yiekd (D)
Rale ¢n iast businass day T.41 7.10 6.52 G.86 6.01 501 573
Cltigroup penslon llabllity Index (E)
Rala on last buslneas day 1.27 8.80 6.05 5.87 6.00 517 5.70
Footnoles:

{A) Federal Raserve Statistical Release,
{B) Wall Street Joumal - Mamill Lynch Bond Index.
{C}) Bloomberg Service - Memill Lynch AAAJAA Bond Index, YTM Semi-Annual
{May not match Watl Streal Joumnal, which is on YTW hasls and mid-aflemoan pricing)
{D) Factiva - Inleractive Service.
(E) Cltigroup - Penslon Liabliity Index

If you have any commenls, queslions or suggestions regarding these guidalines or if you require other hisloric rates, pleasa call Stephenle Spruyl at
546-394-2002 or Murray Axresh at 646-394-2362.

© PricawaterhouseCoopars LLP All Rights Reserved.

11/4/2004



Page 3 of 3

03-47B
Attachment AG-1-31

Lisa G. Ullman Page 20 of 73
Human Resource Services

PricewalerhouseCoopers LLP
One [nternational Placa
Boston, MA 02110

Direct Dial: 617 530-4395
Fax: 813 639-3603
Lisa.G.Ullman@us.pwc.com

http:fiwww.pwe.comiusirs

— Forwarded by Lisa G. Ullman/USITLS/PwC on 10/27/2004 03.05 PM —
Sharyl A Sciaudone/USIABAS/IPWG

To Usa G. UllmanfUSITLS/PwC@Americas-US
1042772004 01:50 PM

(517) 530- 4265 c«
Bosten Subject NStar
Hi Lisa

Hope all is well, Mike Farreli stopped by and is looking for the discount ratefinformation as of 9/30/04 for a
presentation for tomorrow. | am sorry this is last minute, bul he just asked me today.

| know Teresa used to send him the information and ! am not sure if [ have the lools to pull it from.
| would greatly appreciate If you ean send us the Informalion as soon as you can leday.
Thank you

Sheryl A. Sclaudone | PricewaterhouseCoopers LLP | Assurance
One international Place | Boston, MA 02110
Office: (617) 530-4265 | Fax: (813) 375-7723 | Cell: {617) B27-8690

Please make sure you are familiar with the HNSTAR Information Systems Acceptable Use
Policy.

FEX 2R X2 AR SR R R R R RS RTE S A S 2SR AR R R RS ER SRR RS R RS RRs R XY

This email and any files transmitted with it are confidential and
intended solely for the use of the individual or entity to whom they
are addressed. If you have received this email in errorx please notlfy
the system manager.

(A2 244 RS R A RS R RS RS S R ERREE EEER SRS RS R XYY R ERR SR SRR SRR SR RE LR RS

Please make sure you are familiar with the NSTAR Information Systems
Acceptable Use Policy.

11/4/2004
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Farrell, Michael Attachment AG-1-31

Page 21 of 73

From: lisa.g.ullman@us.pwec.com
Sent:  Thursday, July 15, 2004 11:29
To: Michael Farrell

Cc: sean.p.riley@us.pwc.com
Subject: Fw: NSTAR subslantive plan

Mike~ see below. (as you can tell | found your email address)

-Lisa

Lisa G. Ulman

Human Resource Services

PricewaterhouseCoopers LLP

One Internationat Place

Boston, MA 02110

Direct Dial: 617 530-4395

Fax: 813 639-3603

Lisa.G.UNlman®@us.pwc.com

http: / jwww.pwc.com/us/hrs

----- Forwarded by Lisa G. Ullman/US/TLS/PwC on 07/15/2004 09:19 AM ---——

Usa G. Ullman/US/TLS/PwC To Sean riley

cC

1 o
07/13/2004 05:11 PM Subject NSTAR substantive plan

617 530-4395
Boston - One International Place

us

Implementation Gulde on FAS 106

3. Q-A collectively bargained defined benefit postrelirement health care plan of a single employer may slipulale
that benefits will be provided for the duration of the collective-bargaining agreement or may imply or explicitly
state that benefits are subject to renegotlation upon the explration of the current collective-bargaining agreement.
Past negoliations have resulted In the continuation of the plan, although the plan has been amended at various
times. Should the accumulated postretirement benefit obligation (APBO) be measured based only on benefits

expecled {o be pald during the period the current agreament will be in forcae? [8, 23]

A--No. The APBO should be measured assuming that benefits will be provided beyond the period covered by the
current collective-bargaining agreement. Paragraph 8 of Statement 106 states, “"Absent evidence to the contrary,
it shall be presumed that an employer that has provided posftretirement benefits in the past or is cumrently
promising those benefils o amployees will continue to provide those future benefits.” Thus, like accounting for the
substantive plan, the practice of providing postretirement benefits creates a presumption that postreflirerent
benefits will continue fo be provided in the future, Unless the most recently negotiated collective-bargaining
agreement explicitly states for the first time that the payment of postretirement benefils will ba discontinued upon
1ihe confract's expiration and that is the expectalion of the parties to the agreement, the presumption of an

07/22/2004
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ongeing plan is not overcome by the presence of an expiration date for the present colleclive-bargainj
agreement. R nment

Substantive Plan

6. Q-Can future amendments to a written postretirement health care plan that change the amount of a defined
dollar cap be anticlpated as part of the substantive plan? [17, 23-25]

A-Yes, if the condilions in paragraphs 24 and 25 of Stalement 106 are salisfied. A defined dollar cap Is part of an
employer's cost-sharing arrangement under which the employer limits the amount it will spend for retiree benefits
by defining the maximum dollar amount for each retiree or the retiree group io be applied by the employer toward
the cost of reliree benefils. For example, a plan with a defined dollar cap may stipulate that the employer will pay
for all retiree health care costs in a year up to a specified dollar limit. A past practice of regular increases (or
decreases) in that defined dollar cap may indicale that lhe cost-sharing provisions of the substantive plan differ
from the extant written plan.

7. Q-Is a postretirement health care plan with a defined dollar cap considered to be a plan that provides benefits
defined in terms of monetary amounts as discussed in paragraph 267 [16, 17, 26]

A=No. Changes In monetary benefits provided by one plan or changes in the amount of a defined dollar cap on
cost sharing for a different plan may need to be anticipated as part of determining what are the substantive plans.
However, the nature of the promises for the two plans differs. Benefits for the first plan are defined in monetary
amounts, for example, a stipulated dollar amount of life nsurance coverage, whereas benefits offered under the
defined dollar capped plan are not defined in monetary amounts. Although the cap on the employer's contribution
is defined in monetary terms, the benefits are the specified ellgible medical daims with payment by the employer
being no greater than the amount of that cap. Changes in the types of benefils or the types of health care cosls
covered by a plan cannot be anlicipated.

Excerpts from FAS 106
Measurament of Cost and Obligations

Accounting for the Substantive Plan

23. An objective of this Statement is that the accounting refiect the terms of the exchange transaction that lakes
place between an employer that provides postrelirement benefits and the employees who render services in
exchange for those benefits, as those terms are understood by both parties to the transaction. Generally, the
extant written plan provides the best evidence of the terms of that exchange transaclion. Howaver, in socme
situalions, an employer’s cost-sharlng policy, as evidenced by past practice or by communication of intended
changes lo a plan's cost-sharlng provisions {paragraphs 24 and 25), or a past practice of regular increases in
certain monetary benefils (paragraph 26) may indicate that the substantive plan-the plan as understood by the
parties to the exchange transaction-differs from the extant written plan. The substantive plan shall be the basis
for the accounting.

24. Except as provided in paragraph 25, an employer's cost-sharing policy, as evidenced by the following past
praclice or communicalion, shall constitute the cost-sharing provisions of the substantive plan if either of the
following condlitions exist. Otherwise, the extant written plan shall be considered to be the substanlive plan.

a. The employer has a past praclice of (1) malntaining a consistent level of cost sharing between the employer
and lts retlrees through changes in deductibles, colnsurance pravisions, reliree contributions, or some
combination of those changes or {2} consistently Increasing or reducing the emplayer’s share of the cost of the
covered benefits through changes-in relired or actlve plan parlicipants’ conlribulions toward thelr retiree heaith
care benefits, deductibles, coinsurance provisions, out-of-pocket lImitations, and so forth, in accordance with the
employer's established cost-sharing policy

07/22/2004
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different cost-sharing provislons at a specified time or when certain condilions exist (for example, when he gge 23 of 73

care cost increases exceed a certain levsl).

25. An employer’s pas! practice of maintaining & consistent level of cost sharing with its retiress or conslstently
increasing or reducing its share of the cost of providing the covered benefits shall not constitute provisions of the
substantive plan if accompanied by idenlifiable offselling changes in other benefits or compensation 2 ar if the
employer incurred significant costs, such as work stoppages, (o effect that cost-sharing poticy.12 Similarly, an
employer's communication of its Intent to institute cost-sharing provisions that differ from the extant written plan
or the past cost-sharing practice shall not constitute provisions of the substantive plan (a) if the plan participanls
would be unwilling to accept the change without adverse conseqguences to the employer's operations or (b} if
other modifications of the plan, such as the levet of benefit coverage, or providing offsetting changes in other
benefits, such as pension benefits, would be required to galn plan panlicipants' acceptance of the changse to the
cost-sharing arrangement.

26. A past practice of regular increases in postretirement benefils defined in terms of monetary amounts may
indicate that the employer has a present commitment to make future improvernents to the plan and that the plan
will provide monetary benefits atlributable to prior service that are greater than the manetary benefits defined by
the extant written plan. In those situations, the substantive commitment to Increase those benefits shall be the
basis for the accounting. Changes in the benefits, other than benefits defined in terms of monetary amounts,
covered by a postrelirement heallh care plan or by other postretirement benefit plans shall not be anticipated.

27. Contributions expected to ba received from active emplayees toward the cost of thelr postretirement
benefits and from retired plan participants are treated similarly for purposes of measuring an employer's
expected postretirement benefit obligation. That obligation is measured as the actuarial present value of the
benefils expected to be provided under the plan, reduced by the actuarial present vafue of contributions
expected to be received from the plan parlicipants during their remaining active service and postretirement
periods. In determining the amount of the contributions expected to be received from those participants toward
the cost of their postretirement benefits, consideration is given to any refated substantive plan provisions, such
as an employer's past praciice of consistently increasing or regucing the contributlon rates as described In
paragraphs 24 and 25. An obligation to return contributions received from employees who do not attain eligibility
for postretirement benefils and, if applicable, any interest accrued on those contributions shall be recognized as
a component of an employer’s postretirement benefit obligation.

28. Automatic benefit changes B specified by the plan that are expected to occur shall be included In
measurements of the expected and accumulated postretirement benefit obligations and the service cost
companent of net pericdlc posiretirement benefit cost. Also, plan amendments shall be Included in the
computation of the expected and accumulated postretirement benefit obligations once they have been
contraclually agreed to, even if some provisions take effect only in fulure periods. For example, if a plan
amendment grants a different benefit level for employees retiring after a future date, that Increased or reduced
benefit level shall be included in current-period measurements for employees expected to relire after that date.

FAS106, Footnote 10—By deflnilion, an employer does not have the unilateral right to change a colleclively
bargalned plan. Therefore, if the postretirement benefits are the subject of collective bargaining, the extant written
plan shall be the substantive plan unless the employer can demonstrate its ability to malntain (a) a consistent
tevel of cost sharing or (b) a conslsient practice of increasing or reducing its share of the cost of the covered
benefits In past negotiations without making offsetting changes in olher benefits or compensation of the affected
plan parlicipants or by incurring other significant costs to maintain that cost-sharing arrangement.
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! think there is also something In the ARM that mentions that more than one change may indicate a‘%n?ﬁ@'?ﬂggf'k?%
substantive plan. age 24 0

-Lisa

Lisa G. Ullman

Human Resource Services
PricewaterhouseCoopers LLP
One International Place
Boston, MA 02110

Direct Dial: 617 530-4395
Fax: 813 639-3603
Lisa.G.Ullman®us.pwc.com
http:/ jwww.pwc.comfus/hrs

The information transmitted Is Intended only for the person or entlty to which it Is addressed and may
contain confidentlal and/or privileged material. Any review, retransmission, dissemination or other use
of, or taking of any action in reliance upon, this Information by persons or entities other than the
intended recipient is prohibited. If you received thls In error, please contact the sender and delete the
material from any computer,

Please make sure you are familiar with the NSTAR Information Systems
Acceptable Use Policy.
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Cosls and Employee Benefits Attachment AG-1-31
Publish Dale: 23 January, 2004 Page 25 of 73
LABOR COSTS AND EMPLOYEE BENEFITS 4380

POSTRETIREMENT BENEFITS OTHER THAN PENSIONS {OPEB)

.1 _Accounting definition of the plan

.11 _Determining the "substantive plan”
.3 Defined benefit plans

.31 Measuring the OPEB gbligation
4 _Measuring and reporting OPEB cost

41 Atribution of cost to reporting periods
A2 Service cost

A3 _Interast cost
44 Retum on plan agsels
45  Amortization of prior service cost
46 Reccgnltion of galns and losses
47 Employers' disclosure about other poslretirement
benefits
.5 Measurement of plan assets
.51 _Definltion of "plan agsefs"
52 Fair value
.53 Marketyelated value
.54 Measurement dale
-6 Other considerations :
:81_ Defined contributicn plans covered by FAS 106
.62 Multiemployer plans
.63 Multiple-employer plans

-84 Non-1).S. plans
.65 Subsldiaries

.66 _Insurance contracts
.67 Income tax conslderalions
.68 Rale-requlated enterprises
.69 [Interim measurements
J__Selttlements, cudailments and termination benefits

.71 _Settlement accounting
12 _Type of insurance coniracl affects seitiement

accounting
.73 _Combined selflement and curtailment

.74__Termmination benefits
75 Settlement, curtaliment and termination benefils as part
of a disposal of a_ component of an entity

.B FAS 106 and business comblnations

9 Management’s discussion and analysis

Update Notice: The last comprehensive update of this Manual section was as of October 31, 2003,

OFi (2] n-A atlva Llteratura

FAS 106, "Employers' Accounting for Postretirement Benefits Other Than Pensions,” prescribes the

http://www pwecomperio.com/search97¢gi/s97is englishx.dll 07/22/2004
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methodology to be applied for measuring and recording OPEB costs and obligations. "OPEB" is the acronym 03-47B
for “other postemployment benefits™ and is used hereln to describe postretirement benefits other flachment AG-1-31
that are covered by FAS 106. Page 26 of 73

The FASB Staff Implementation Guide on FAS 106 (FASB Q&A.106), "A Guide o Implementalion of
Staterment 106 on Employers' Accounting for Postrelirement Benefits Other Than Pensions,” was revised in
September 2001. Selected questions and answers from the guide are noted herein. The Guide's Table of
Contents and Appendix contain a comprehensive [ist of issues addressed.

Two firm publications, "Implementing FASB Statement 106: A Management Guide,” and "OPEB: The New
Directlon: Understanding and Applying FAS 106,” also provide guidance with respect to many of the matters
discussed herein and include sample calculations and a section describing typical plans and types of changes
that employers may make to their plans In an effort to control OPEB costs. Funding considerations are also
discussed. The publicalions are contained in Comperio,the firm's electronic reference tool of authoritative and
non-authoritative accounting literature.

The accounting concept underlying FAS 106 Is an elementary one: an employer’s promise to provide rellrees
with poslretirement benefits represents a form of deferred compensation. The cost of ihose benefils should be
recognized systematlcally over employees' service periods. FAS 106's methodology for measuring and
recording OPEB costs and obligations is similar in many respects to FAS 87, "Employers' Accounting for
Pensions,” and FAS 88, "Employers’ Accounting for Settlements and Curtailments of Defined Banefit Pension
Plans and for Termination Benefits.” As a result of the simiaritles, the FASB Staff Implementation Guldes on
FAS 87 and FAS 88 (FASB Q&A.87 and FASB Q&A 88, respectively) contain guidance that is relevant to
many of the issues that employers may face when accounling for OPEB costs and obligations.

Further, because of the similarities between accounting for pensions and accounting for other postretirement
benefils, ARM 4278, which addresses employers' accounting for pensions, can be useful in answering
queslions on employer’s aceounting for postretirement benefits other than pensions.

.1 ACCOUNTING DEFINITION OF THE PLAN

The most common OPEB plan is a promise to provide in-kind health care benefils to retirees. The promise
may be either to reimburse retirees for thelr payments for health care services or to provide the services to
them direclly. Allhough the focus of FAS 106 is on refiree health care benefits, OPEB comprise all forms of
benefits other than pensions provided lo retirees and lhelr spouses, dependents, and beneficiaries. These
include life Insurance cffered outside of a penslon plan, legal and tax services, tuition asslsiance, day care
services, and housing assistance.

For FAS 106 purposes, a postretirament benefit plan generally exists whenever an employer promises to
provide benefits other than pension benefits to employeas after they retire, Those to whom a promise has
been made may include current and former employees {Including retirees and disabled employees). The
benefits may extend to the employees' spouses, dependents, and beneficiaries. The provisions of FAS 106
do not extend to other postemployment benefits arlsing from circumstances other than retirement. Such
benefits, which are payable after employment ends but before retirement begins (e.g., layoff benefils), are
covered by FAS 112, "Employers’ Accounting for Postemployment Benefils" (see ARM 4390).

Substance over form

Postrelirement benefit plans are not limited to legally enforceable conlracts. Any arrangement other than
pensions that is in substance a postretirement benefit plan, regardless of its form, Is covered by FAS 106. The
plan may be written, or there may be an unwritten promise to provide benefits that arise from a practice of
paying benefits or from oral representations made to employees. In certaln Instances, the written plan may
embody the enlire agreement, but may be supplemented by provisions that exist in substance due to past
practice or an emplover's intended actions as communicated to participants.

Reliree "pay all” plans may still require recognition_of an OPEB obligation
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An employer may sponsor a health care plan permitling retirees to continue participation on a "pay all" basis ~ 03-47B
(i.e., by requiring a retiree ¢ontribution based on the estimated per capila cost of coverage). In sétmplaneent AG-1-31
refiree contributions are established based on the average per capita cost of coverage for the entire planPage 27 of 73
group (i.e., aclives and relirees), rather than the per capita cosl for relirees only. While not readily apparent,

this practice provides a posiretirement benefit to lhe extenl that the refirees are contribuling less than the

actual cosls someone their age would incur for health care because relirees as a group usually incur medical

cos!s that are greater than the average cost for active employees and reflrees. The employer's OPEB

abligation would be calculated as the pertion of the future cost of retiree health care benefits not recovered

Ihrough retiree contributions, Medicare, or other reimbursements. (Refer to footnote 14 in FAS 106, par. 35

and FASB Q&A.106, question 10.)

.11 Determining the "Substantive Plan™

An objeclive of FAS 106 Is that the accounting for OPEB reflects the substance of the arrangement betwean
the employer and employee rather than its form. Therefore, FAS 106 requires employers to measure the
OPEB obligation using the provisions lhat are understood by both the employer and employee to be the
operative plan terms, even when such provisions are not embodied in lhe written plan.

The consideration of certaln ¢ost sharing practices (l.e., policies that reduce the employer's cost) that are not
embodied in the wnitten plan is subject to limitations. FAS 106, par. 24 defines the conditions that permit a
past practice or communication to qualify as features of ihe substantive plan. FAS 106, par. 25 discusses
certain exceptions o those conditions,

FAS 108, par. 25, fn 10 discusses collectively bargained plans, noting that because an employer does not
havs the unilateral right to change such a plan, the written plan would typically constitute the substantive plan.
An exception exlsts where the employer can demonstrate its ability to maintain a consistent level of cost -
sharing or a consistent level of reducing its share of costs in past negotiations without making offsetting
changes in other compensalion benefits or Incurring other signfficant costs. Many companies have added per
capita limitations or other types of "caps” on annual OPEB benefits as part of collectively bargained plans.
Even if lhese caps are not expected to come Into play during the term of the contract, ihey form part of the
substantive plan in determining the estimated benefit obligation.

.111 Defining a "past practice”

The term "past practice” is not defined in FAS 106, although FAS 106, par. 176, Appendix A states that "Such
a past practice would be indicaled when the nature of the change and duration of the past practice are
sufficient to warmrant a presumption that it is understood by the plan participants.” Each situation must be
considered individually.

.112 Defining "communlcation™

FAS 106 does not specify the form of communication required to instiute different cost-sharing provisions. it
simply notes that plan terms must be mutually understoed by an employer and {he affected plan participants.
Any form of communication lhat establishes this understanding, whether written or oral, formal or informal,
would seem to satisfy this requirement.

.113 Limitations on the types of practices that can be incorporated Into the substantive plan

FAS_106's requirement o consider past practice and communication to participants of intended changes is
limited to a plan's cost-sharing provisions. Changes in other plan provisions, such as those that alter the types
of benefils covered by the plan or the eliglble participants, would not qualify for consideration under FAS 1086,

par. 24,

For example, an employer may have an established practice of limiting its annual increase in the cost of
health coverage {o 5%, accomplished by various methods, including limiting hospital room coverage,
eliminaling surgical benefils for certaln procedures, reducing dependent coverage, and changing cost-sharing
provisions of the plan. The ability of the employer to maintain this level of cost increase in the future through
these means is not reasonably predictable, because reductions in coverage and eligible particlpanis cannot be
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made Indefinitely. Therefore, in calcutating the OPEB obligation, a presumplion could not be made that the 03478
annual increase in the employer's cost of providing reliree health care coverage would always beAtiashreent AG-1-31
5%. However, within the actions laken to achieve the 5% limitation, the cost-sharing aclions shallbe  Page 28 of 73
considered part of the substantive plan If the employsr has a past practice of cost-sharing (e.g., raising

deduclibles or retires contributions or changing co-insurance provisions) or has the ability (and has

communicated to affected plan paricipants its intent) o institute different cost sharing provisions.

.114 "Negative" plan amendments

The significant increase [n the cost of providing haalth ¢are benefits to retirees has rasulted in many
enterprises amending the terms cof their “promise™ by reducing benefils, which is considered a "negative plan
amendment.” There are presently no federal laws regulating OPEB benefits. However, reductions in benefits,
whether made pursuant to a written plan or as a malter of historical procedure, have sometimes resulted in
liligation against the enterprise on behalf of the retireas. Such litigation may seek to retroactively reinstate the
prior level of benefits.

The possibility that negalive plan amendments might be: laler reversed as a result of litigation or the threat
thereof should be carefully considered. Ifitis probable (as used in FAS 5, "Accounting for Contingencies”)
that the negatlve plan amendment will be rescinded, the OPEB obligation should not be reduced by the effects
of the negalive plan amendment. If rescission is not probable, the facts and circumstances may represent a
contingent Nability requiring disclosure pursuant to FAS 5.

Further, the effects of a plan amendment, whether positive or negative, should be considered when measuring
the OPEB obligation only if it has been communicated to plan particlpants at the date the amendment is
adopled or within a reasonable perlod of ime thereafter {i.e., within the time period that would ordinarily be
required to prepare information about the amendment and disseminate it to employees and retirees). The
answer to FASB Q&A.1056, guestion 23 does not define "a reasonable period of time." It does, however,
indicate that one year after the date of amendment is not a reasonable period of time. We beliave that
recognilion of the amendmaent at adoption 1s appropriate if management's actions demonstrate that it intends
to communicate the changes in the normal time period typical for communications of other amendments of a
similar nature or magnitude. Deferring the communication to the annual date on which plan changes and
cther information are cornmunicated would generally not meet the “reasonable period of time” condition. As
indicaled in FASB Q&A. 106, if the delay in communication is unreasonable, the existing written plan continues
to be the substantive plan that would be accounted for because it represents the last plan whose terms were
mutually understood by lhe employer and plan participants.

FAS 106, par. 25 also states that an employer's communication of its intent to institute cost-sharing provisions
that differ from the written plan or prior praclice shall not constitute the substantive plan if the plan particlpants
would be unwilling fo accept the change without adverse consequences to operations or if olher modifications
to the plan or offsetting benefils would be required to galn participants' acceptance,

If a cllent Is consldering accounting for the adoplion of a plan change without communicating the change in lha
period of adoption, consultation with the Accounting Consulting Services Group is required.

-3 DEFINED BENEFIT PLANS

31 u OPERB Obligatio

FAS 106 identifies a defined benefit postretirenent plan as a plan that defines the postretirement benefits in
terms of (a) monetary amounts or {b) benefit coverage to be provided. For benefits defined in terms of heatth
care services rather than specific dollar amounts, an employer will have to accumulate and analyze historical
medical claim data. This task Is necessary: (1) to Identify curent (or base period) per capita claims costs in
sufficlent detail so that they may be used as a base for projecting future costs; and {2) to develop appropriate
actuarial assumptlions as Yo future health care cost trends.

Once estimaled, the future per capita claims costs are used {ogelher with plan demographics to determine the
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amount and timing of expected future benefits to be provided under the substantive plan. Actuarial 03478
assumptions simllar to the types used for penslons are used to determine the probability of paymédtaaidment AG-1-31
discount rates are applied to fulure years’ estimated benefits {0 determine the present value of those  Page 29 of 73
payments. The resulting amount represents the expected postretirement benefit obligation (EPBQ) and is the

basis for calsulating the OPEB obligation incurred to date (referred to as the APBO, aor accumulated

postretirement benefit obligation) and net pericdic OPEB cost.

Employers with plans providing defined dollar benefits rather than in-kind health care services will not need lo
accumulate and analyze historical claims cost data or develop assumplions as 1o future health care cost
trends. For such plans, the process for estimating future benefits will be similar to that for defined benefit
pension plans.

.311 Per capita cost

Far benefils defined in terms of health care coverage, future benefit payments to be mada by an employer to
or on behalf of each plan participant must be estimated. These future benefit payments are refered to in FAS
106 as the assumed "net incurred clalms cost at each age” and would be dsrived by estimating the assumed
(gross) per capita clalms costs by age and reducing it by the effects of Medicare and coverage by other
providers and the effects of the plan’s cost-sharing provisions.

Separate base pariod gross per capita claims costs should be developed at each age, and possibly also by
sex, geographic location, and type of medical service (e.g., hospital care, physiciap services, and drugs).
Materiatity conslderations as o possible effects on the APBO and periodic service cost will influence the level
of delail at which base period per capila costs need to be developed.

Trend rates are estimated for each future year through the last year the youngest cuirent plan participant or
dependent is expected to receive benefits {(see ARM 4380.313). These rates are then applied to the base
period cost for each of the applicable years during retirement to estimate the aggregate future clalms cost
during retirement. For example, to estimate the future cost of relires health care coverage at age 70 for an
employee who is 45 years old in 2002, the annual trend rates for 2002 through 2027 would be applied to the
base period 2002 cost for a 70 year old. Some plans incorporate "caps” that limit the maximum OPEB benefit
payable. See ARM 4380.315 for a discussicn of these plans.

Under existing law, certain health care benefits are available to individuals age 65 and older through

Medicare. The estimation of lhe employer's future cost, therefore, includes a reduction of the assumed gross
per capita claims cost to the extent that plan benefits are reduced for amounls expected to be pald through
Medicare. Similarly, the assumed gross per capita ¢claims cost Is reduced by expected reimbursements of
coslis by others, for example, by a refiree’s spouse's OPEB plan sponsored by another enterprisa. The
Medicare and olher provider reimbursement amounts must be eslimated for each future year using the level of
benefit coverage provided under the present law and existing pfan. Only enacted changes in the law or
amendments to other providers' existing plans that take effect in future periods are to be considered in current
period measurements for benefits expected to be provided in those future periods. Future changes in the law
or olher provider ptans cannct be anticipated.

Participant cost-sharing amounts would also reduce {he assumed gross per capita claims cost. These
compenents are calculated by applying the cost-sharing provisions embodied in the employer's substantive
plan to each year’s projected assumed gross per capita claims cost. Certaln plans require contributions by
aclive employees toward their postretiremant benefit coverage. In those cases, the actuarial present value of
such contribulions would reduce the actuarial present value of the aggregate assumed incurred claims cost.

The assumed net incurred clalms cost at each age during the retirement period is estimated for each
employeelrelirea pariicipating in the plan and is lhen applled, along with actuarial assumptions simftar lo those
used In penslon calculations, to estimate benefit payments for the entire parileipant group.

Intemal and external costs directly associated with administering the plan would be accrued as a companent
of the assumed gross dlaims cost, if significant. FAS 106 does not elaborate on the types of direct costs to be
considered. We believe they should be limited to incremental costs. Therefore, such costs as employee
salaries and general and administrative expenses that would have been incurred, even if no OPEB plan
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existed, would not be included in assumed gross claims cost. 03-47B
Attachment AG-1-31
.312 Demographics and assumptions Page 30 of 73

The per capita claims costs, developed as described at ARM 4380.311, are applied along with plan participant
demographics lo estimale fulure benefit payments. Therefore, employers will typically accumulate employea
and refiree information in categories consistent with their per capita claims cost data. A complete lisling of
individuals expecled to be eligible for benefits under the plan Is accumulated, including active employees
eligible or expected to become eligible, former employees who are eligible for benefits under the reliree plan
{including disabled individuals), and refireas. Some of this census data is also accumulaled for purposes of
the pension plan, for example:

- Date of birth,

- Sex,

- Date of hire,

- Business unit,

- Hourly/sataried employee,

- Marital status and spouse’s date of birth (if spousal coverage is provided),
- Retirement date, and

- Salary (if ptan is pay-related).

Data that may be required and would be unique to OPEB include:

Plan option selected (e.g., indemnity plan, HMO, or preferred provider organization),
Coverage offered thraugh spouse’s or othar plan,

- Dependenis and their dates of birh (if dependent coverage is provided), and
Geographic locatlon of employees and relirees,

Some of the OPEB census data may not be available. For example, companies may not have updated
information on dependents or their birlh dales, or the existence of coverage through a spouse's plan.
Depending on the nature and leve! of OPEB coverags, such data could be significant to the CPEB

If not currently accessible, actuarial estimates of this data should be made.

.313 Health care cost trend rates

The health care cost trend rates to be applled to the base period gross per capita claims cost represent the
expected annual rates of change in the gross cost of the specific health care henefits provided under the plan.
FAS 106 requires that the rates be developed using past and present health care cost trends, which would
implicitly consider estimates of health care infiation, changes in health care ulilization and delivery pattemns,
technological advances, and changes In the health status of plan participants. It also notes that different types
of services, for example, hospital and dental care, may require different trend rates. Estimating rates of
increase in health care cosls into the distant future requires the exercise of judgment.

The effect of the discount factors used to prasent value future estimated health care cosls can mitigate the
dollar impact of inaccuracies in the trend rate estimates, especially distant years' estimales. In addition, FAS
106 permits differences batween estimates and aclual experience to be amortized prospeclively. See ARM
4380.46. ’

Developing future trend rates begins with an analysis of past years' trend rates. If estimates of lhe assumed
per capifa claims cost are made for varlous categories of health care services, for example, hospital care and
dental care, separate trend rates would be developed for each such category. This historical analysls would
typically ba developed from the same source as the data used for developing the base period gross per caplita
claims cost discussed earlier. However, whereas base period gross per caplta costs may require the
accurmulation of only several years of data, in analyzing historical trends employers may find it appropriate lo
revie: data for additional years. On the other hand, recent plan changes may reduce the usefulness of
historical data.

In some cases, for example, where historical data is not avaitable or is not considered rellable or indicative of
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the plan's expecled experience, trend rates can be developed from per caplla costs of other employers, 03-47B
adjusted lo best reflect the terms of the employer’s plan and the demographics of the participantéy achrgent %(13—1]:-%%
age 31 o

Prediclion of future health care trends should not rely on history alone. The analysis of past trends is
supplemented by assumptions about the magnitude and direction of changes In future trend rates from
rates. In developing eslimates of future trends, it is important lhat preliminary eslimates be tested against
general inflalion and productivity estimates te ensure that health care remalns logically related to other
economic sectors. This approach is similar to that used in developing fulure projections of the Consumer
Price Index.

EAS 106, par. 39 offers general guldance for developing the trend rates assumption:

It is appropriate for that assumption to reflect changes In health care cost trend rates over lime.
For example, the health care cost trend rates may be assumed to continue at the present level
for the near term, or increase for a period of time, and then grade down over time to an
astimated health care cost trend rate ultimately expecled to prevail.

As in any actuarial valuation, a number of iterations may be required before the most prebable assumptions
are identified. These alternalive scenarios may vary by the length of lime the near-term trend patiemn is
expected fo continue and the {iming and degree of the grading down to the ullimate trend rate. 1t may not be
unreallstic to assume that at some point, the trend rate would approach the forecasted general inflation rate.

In the periodic reporting of OPEB cost, the difference belween actual versus estimated rates of change in per
capita clalms cost and between actual versus expected benefit payments in the year just completed will result
in actuarial gains or losses, Accounting for these gains or losses is discussed at ARM 4380.46. [n addition,
ihe mest recent trend rate experience should be considered in the development of the trend rate estimates to
be used in the following period's measurement of the OPEB obligation.

Rates of increase in health care costs experienced in the past and eslimated 1o oceur in the future will vary
from employer fo emplover, within each enterprise, and from plan to plan, depending upon factors such as the:

- Aclual retiree health care inflation experlenced In prior years,

- Expected cost Increases {(e.g., premium increases on the part of the insurance carrier),

- Type of health care coverage offered (e.g., traditional indemnity, HMO, or PPQ),

- Specific categorles of servicas covered {e.g., major medical or basic medical),

- Demographics of the covered group {e.g., age, sex, and geographic location), and

- Efiectiveness of cost and utllization confrols (e.g., contracts with specified providers, catastrophic case
management and hospital pre-admission reviews).

Accordingly, and consistent with the base period per caplta clalms cost assumption, the health care cost trend
rates assumption must be developed on a plan-specific basis.

The SEC staff pays particular attention to assumed health care cost trend rates because rising health care
costs will have a significant Impact on postretiremnent benefit obligations of employers and the periodic
expense related to those cbligations. Recent trends in health care costs should prompt employers to
reevaluate in their next actuarial valuation the assumptions as of the measuremenl dale that lhey use when
measuring posiretirement expenses and obligations.

.314 Other assumptions used In estimating the OPEB obllgation
Although the per capita clalms cost, health care cost trend rates and olher health care related assumptions are
unique to OPEB, olher actuarial assumplions vsed In calculating the OPEB obligation are similar to those

in pension calculations. These Include salary progression, demographlc assumptions and, to a certain extent,
discount rales and assumed rates of relurn on plan assets.

FAS 106 notes that all OPEB assumptions must be consistent to the extent that each reflects expectations
about the same fulure economic conditions, such as future rates of inflation that might affect assumptions for
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health ¢are cost trend rates, salary pregression, and discount rates. 03-47B
Attachment AG-1-31

Salary Progression Page 32 of 73

An OPEB plan may be pay-related, requiring an assumplion as to future salary increases. For example, an
QPEB life insurance plan may define the amount of death benefit to be received based on the employea's
average or final level of annual compensation. Alhough less common, an OPEB health care plan may define
the retiree's deductible or contribution based on similar criteria. For pay-related plans, lhe calculation of ihe
OPEB obligation would reflect fulure expected compensation levels, including changes atiributable to inflation,
productivity, seniofrity, promolion, and ofher factars.

Demographic Assumplions

In calculating expected benefits to be provided under a postretirement plan, actuarial factors similar to those
used for pension calculations are applied so that future costs reflect estimates of lurnover, retirement age,
mortality, disability, rmarital and dependency status, and so forth. Due to differences in the nature of the
benefits promised under an OPEB plan, measurement of the related obligation may be much more sensitive to
changes in demographic assumptions than the measurement for pension purposes. The assumplions used,
however, should be consistent with those reflected in pension calculations for the same participant group.

Tumover

Turnover represents the rate at which employees participating in the plan are expected to leave before
becoming eligible for benefits. This assumption will have a significant impact on the OPEB measurement In
plans specifying that employees who terminate before the date they are eligible for benefits lose all OPEB
benefits eamed to date, Because pension plans provide for vesting of benefits over relatively short periods of
service, the turnover assumption for pension purposes is generally less sensitive than it is for OPEB purposes,

Retirement Age

The assumpticn of retirement age can be more critical to the measurement of an OPEB obligation thanto a
pension cbligation. Penslon plans often provide for a reduced benefit if early retirement Is elected to reflect
the longer period over which the relires is expected to receive a defined benefit. OPEB plans often do not
have a similar provision. tn addition, prior to age 65, there will be no Medicare relmbursement, resulting in a
substantially higher annual per capila cost.

Mortality
The life expectancy assumption also may be more critical to the OPEB measurement than to the pension

measurement as per capita heallh care costs typically increase with age. Penslon benefits are typically level
periodic payments.

Disability

Many employers provide lifetime health care coverage to employess who relire due to disability. For such
plans, rates of disabllity and recovery are required o project benefit payouts. It may also be necessary to use
per capita claims costs specific lo disabled retirees if they are greater than for oiher retirees.

Marital angd Dependency Status

In addition to providing benefils to retirees, many OPEB plans provide health care benefits fo refirees' spouses
and dependents, oten with ne reduction in benefit levels. For these plans, spousal and dependent coverage
can significantly increase the OPEB oblfgation otherwise payable for retiree only coverage. In contrast,
although pensfon plans may also provide for spousal benefits, they generally da so through a surviving spouse
oplion, which typically provides reduced bensfils to take into account the additional payments expecled to be

made to the spouse subsequent o the retires's death.
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FAS 106 requires that an acluarial assumption be made about employees’ expected marital status and 03-47B
number of dependents during refirement. However, in many situations, it is unlikely that the effe@ AG-1-31
future changes In marital and dependency status will produce a significant change in the aggregate OPEBage 33 of 73
obligation. While assumptions as to future marital and dependency status may not have a significant impact,

lhe accumulalion of demographic data for current spouses and dependents will stilt be required for plans

providing spousal and dependent coverage. Where this data is not available or Is Incomplete, actuarial

estimates will need to be made.

Discount Rates

The use of assumed discount rafes is necessary in calculating the OPEB obligation to reflect the time valua of
money. The concept and its applicalion are the same as those prescribed In FAS 87 for pensions. A discount
rate [s applled to each future year’s expecled benefit payment to determine the present value of those
payments. The discount rate Is also used {o calculate annual service and interest costs.

Canceplually, discount rates are Intended to reflect the interest rates inherent in the price at which tha OPEB
obligation could be setiled currenlly with & third party. Settlement of the OPEB health care obligation,
however, is likely to be rare, as few Insurers are willing to take on the risk of projecling an open-ended promise
of medical coverage. Therefore, FAS 106 provides that employers look to the rates of relumn on high-guality,
fixed-income invesiments with cash flows matching the timing and amount of expected benefit payments.
Other discounl rates may be relevant for certain other OPEB benefits. For example, discount rates for death
benefits may be determinable from the rates inherent in the amount at which {he dealh benefits could be
settled through the purchase of nonparicipating life Insurance contracts.

Because the discount rate assumplion is based on a notion of current settlement, the FASB concluded that
use of an employer’s incremantal borrowing rate, its cost of capital, or the expected rate of return on
investments intended to be used to fund the benefits would be inappropriate, as they are enterprise-specific
rates lhat are irrefevant to the cost at which the obligation cauld be discharged.

In theory, applying discount rates o future benefit payments should result in a present value obligation equal
to the current market value of a porifolic of high-guallty zero coupon bonds with maturity dates and amounts
matching the expected future benefit payments. If other {than zero coupon bonds are used in establishing
discount rates, for example, double A corporate bond rates with semi-annual interest payments, the discount
rale will need to incorporate expected reinvestment rates available in the future on the inlerest income
earned. In addilion, if investments are used whose maturities do not extend far enocugh in the future lo match
tha timing of future benefit payments, those rates will need to be extrapolated from the existing current yleld
curve at the measurement date. In practice, It Is expected that a weighted-average rate, based upon
discount rates applicable to the varying pericds until the benefits are due, would be used to discount the
obligation and calculate periedic service and Interest cost.

The FASB concluded that, conceptually, the basis for determining the assumed discount rates for measuring
the expected postretirement benefit obligation (EPBO) and the service cost component should be the same as
the basis for determining the assumed discount rates for pension measurements (see ARM 4270.3513). The
weighted average of the assumed discount rates that is to ba disclosed for OPEB may be different from
pensions, however, dus to the effect of the differences in the assumed timing of cash outflows of each plan.

The assumed discount rates are based on a concept of current settlement and therefore should be
reevaluated at each measurement date (including remeasurements required in conneclion with accounting for
plan amendmenis and curaitments) fo determine whether they continue to reflect the best estimates of then
current rates. (See FAS 106, par. 31.) The SEC staff expects reglstrants to develop discount rates based on
the current long-term Interest rate environment by looking to fixed-income debt securitfes that receive one of
the two highest ratings glven by a recognlized rating agency {e.q., Aa or higher by Moody’s Investors Service,
Inc.). (See ARM 4270.3513 for additional discusslon of the SEC staff's vlews on the selection of discount
rates; the staff pesition applles both to pension and OPEB calculations. )

The service cost component of OPEB cost will be volatile as a result of using current discount rates because
the changes will immediately affect the EPBO, which is the basis for determining the service cost component.
The FASB views this volatility as an appropriate reflection of the current cost of services (i.e., the cost of
services purchased in the current pericd should reflect current period prices). The accumulated
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benefit obligation (APBO} will also be Immediately affected by discount rate changes. However, such changes 03-47B
are classified as actuarial gains or losses, which may be deferred and amortized under the OPERARaglmeNt AG-1-31
model, as further discussed at ARM 4380.46. Changes In the discount rate also affect the interest cost Page 34 of 73
component of OPEB cost, although the effect of an increase (or decrease) in the rate will be offset to some

degree by the concurrent effect of a decrease {or increase) in the APBO to which the rate is applied.

Refer to ARM 4270.3513 for a discussion of changes in the melhodology used to determine discount rates
the related guidance with respect to considering consultation with the Accounting Consulting Services Group.

.315 Capped plans

An enterprise is required 1o measure its share of cosls for in-kind health care services by projecting future
costs. However, an employer's plan may have a "cap,” or limitation, on the dollar amount of health care
coverage it promises (o pay. For these plans, an employer would measure it obligation for all years in which
the limitation is expected to be operative by estimating the future dolfar amount of the annual cap. Only in
those years in which the cap Is not expected to be reached would the employer's obligation need to ba
calculated by making projections of fulure per capita health care costs. The cap may be defined in the
aggregale for the retiree group, for example, the employer agrees to bear annual costs equal 1o a specified
dollar amount multiplied by the number of plan participants in each future year. Alternatively, the cap may be
defined on an individual participant basls. In these situations, if per capita dalms cost estimates indicate that
the cap will not be reached In certain years for at least some paricipants, projeclions of future health care
coverage (rather than only the doliar-defined cap) would be required for those years,

Under these plans, the dollar-denominated cap can be fixed, increased automatically {indexed), or
redetermined on an ad hoc basis, Therefore, the substantive plan approach may require an employer to
anticipate increases In the dollar-denominated amount or ignore the caps for purposes of calculating obllgation
and expense amounts if:

- The employer communicates its intent to raise the dollar-denominated amount (i.e., the cap) in the fulure
{e.g., to keep pace with inflation), or

- The aclual increases in the dollar-denominated amount reflect a cansistent past practice.

FAS 106, par. 26 discusses the need to anticlpate future improvements in postretirement benefits defined in
terms of monetary amounis when there is a past praclice of regular increases in such benefits {e.g., retiree life
insurance). However, paragraph 26 does not apply to a retiree heallh plan with dollar-denominated caps.

Since the FASB has not issued any specific guidance regarding the accounting for dollar-denominated plans,
extensive judgment will be necessary lo determine what constitutes a consistent past practice of increases.
We take the view that at least two Increases are nesded as evidence 1o change the substantive plan.

If the dollar-denominated caps are based on collectlve bargalning, there is a general presumption under FAS
106,_par. 25, fn 10 ihat the caps should be Included in the measurement {i.e., an Increase in the caps included
in the written plan should not be anticlpated), even after a past practice of increases I3 astablished because
employers usually do nol have the unilateral right to determine the magnitude of increases to a collectively
bargained plan where each change in the plan must be bargained. Accordingly, if the plan Is subject to union
negotiation, employers should not anticipate future increases to the dollar-denominated caps. However,
sometimes it will be difficult to assess whether the caps in the retiree plan are subject to actual bargaining,
making these provisions in FAS 106 very difficult to apply in practice. For example, if the employer intends fo
increase the cap for the effects of general inflation without requiring any quid pro quo reductions in benefits,
compensation, or other trade-offs, it would be appropriate to assume related increases In the caps.

In some companies, the nonbargalned employee group recelves the same retiree health benefits as the
collectively bargained employee group, and changes 1o the bargained plan have been historically made at the
sarne lime to the nonbargained plan. In that case, assuming the employer intends to continue keeping
benefits the same for bargained and nonbargained retirees, employers may take the position that the
substantive plan for both plans should be based on the criteria in FAS 106 for coliectively bargained plans.
This means that the presumption in FAS 106, par. 25, fn 10 thal the written plan is the basis for the accounling

http://www.pwccomperio.com/search97cgi/s97is englishx.dll 07/22/2004



4380 Postretirement Benefits Other than Pensions (OPER) Page 11 of 30

applies o both the bargained and nonbargained plans. 03-47B
Attachment AG-1-31

Page 35 of 73

4 MEASURING AND REPORTING OPEB COST

FAS 106 adopts the following fundamental concepts for recognizing net periodic OPEB cost, which are
consistent with those of FAS 87 for pension acgounting:

Reporling net cost. The recognized consequences of evenls and Iransactions that affect an OPEB plan are
reported as a single amount In the employer's financlal stalements. That net cost comprises at least three
types of events or transactions that might otherwise be reported separately. These include compensation,
interest cost, and investment return elements.

Offeetting. Plan assets restricted for only the payment of OPEB benefits are offset against the recorded OPEB
abligation, and the relurn on those assels offsels OPEB cost for Lhe period. That offsetting s reflected even
though the obligation has not been settled, the Invesiment of the plan assets may be largely confrolled by the
employer, and substantial risks and rewards associated with bolh the obligatlon and the plan assets are bome
by the ermployer.

Delayed recognition. Certain changes in the obligation and plan assets resulting from actuarial gains and
losses need not be recognized In the financlal statements immediately, and changes in the obligation resulting
from a plan amendment or initiation are required to be deferred. Those changes are generally amortized over
fulure years. Unrecognized amounts are disclosed In the notes to the financlal slalements.

Cost recoanition separate from funding decision. Cash flows related to the plan, such as prefunding of an
OPEB obligation, payment of benefils, and asset reversions, are financing fransactions. Such outflows and
inflows decrease or increase the net OPEB obligalion or asset recorded and do not represent OPEB cost.
Betause cost recognition and funding declsions are distinct, two separate rate assumptions are used to
calculate OPEB cost; the discount rate and the return on plan assets.

Nel periodic OPEB cost recognition. The amount to be recopnized in an employer's financial statements as
the cost of a postretirement benefit plan (the net periodic OPEB cost} comprises:

- Service cost

- Interest cost

- Expected return on plan assets, if any

- Amortization of prior service cost (or negative prior service cost)
- Galn or loss recognition

- Amortization of transition obligation {asset), if applicable

The aggregation of each of these elements as OPEB expense is required by FAS 106 and no basis exists to
separately classify any of the components, such as Interest.

The measurement of the components of net periodic OPEB cost for the year is based on a beginning-of-the-
year acluarial valuation using beginning-of-the-year assumplions. Prior to completing the valualion,

would record net periodic costs in one or more quarters using an estimate that is based on the disclosed year-
end obligatlens (which are generally based on year-end discount rates and asset values), and a roll-forward of
the prior year census data. The estimate is then trued-up In the quarter In which the current year's actuarial
valuation Is completed o reflect the results of the current valuation. Events that occur subsequent to the
beginning-of-the-year measurement date should not, however, be considered in the valuation, Refer to ARM
4270.352.

If a plan settlement, curtailment, or amendment occurs during the year, and the effect on OPEB costis
signlficant, a new measurement should be performed. The new measurement should include measurement of
any plan assets and the obligation and should be used to determine net periodic OPEB cost prospectively
from the date of the avent.
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Employers with two or more plans. In measuring net periodic OPEB cost and the obligations and assels, each 03-47B
funded OPEB plan should be measured separaiely. However, the data from all unfunded OPEB Altaitrument AG-1-31
plans may be aggregated in siluations where the plans are similar. Specifically, if the unfunded plans prd¥zge 36 of 73
different benefits to the same group of employees or the same bensfits to different groups of employees, the

plans can be aggregated in applylng FAS 106. Measurement of other unfunded OPEB welfare benefits may

be performed on an aggregate basis in similar situatlons. FASB Q&A.106, question 42 states if the conditions

for aggregation are no longer met, the plans should be accounted for separately. However, if the change in

aggregation is elective, ha employer would have to demonstrate preferability and the effects of the change

would be accounted for in accordance with APB 20, “Accounting Changes.”

.41 Attribution of Cost to Reporting Perlods

The expecled poslretirement benefit obligation (EFBQ) is the acluarial present value at a particular date of the
total postretirernent benefits expected to be paid to or on behalf of employees and their dependents and
beneficlaries. The EPBO is the basis for calculating the compensation element of net periodic OPEB cost, the
service cost component, and the accumulated postrelirement benefit obligation (APBQ). The APBO is the
portion of the EPBO earned to date and not yet paid {i.e., the aggregation of the EPBO attributed to ptan
pariicipants’ prior service periods, together with interest ¢ost, less benefits pald).

FAS 108, par. 43 prescribes the following method for attributing the EPBO to Individual service periods for
purposes of calculating periodic service cost and the APBO:

An equal amount of the expected postretirement benefit obligation for an employse generally
shall be attributed to each year of service in the attribution period (a benefitiyears of service
approach). However, some plans may have benefit formulas that attribute a disproportionate
share of the expected postretirement benefit obligation to employees' early years of service. For
that type of plan, the expected postretirement benefit obligation shall be altributed in accordance
with the plan's benefit formula.

.411 Beginning of the attributlon period

The beginning of the attribution period s generally the date of hire. An exception exists if the plan's benefit
formula grants credit only for service from a later date and the entire employee service period for which
benefits are eamed (i.e., the credited service period) is not nominal in relation to employeas’ total years of
service prior o their full eligibility dates. For example, if a plan provides benefil coverage to employees who
render at least 20 years of service afler age 35, the EPBO is attributed to the participant's first 20 years of
service afier age 35 or after date of hire if later than age 35. If eligibility was based on credit for 10 years of
service after age 45, we believe a 10-year service period Is not nominal and would be the appropriate
aftribution perlod under FAS 106 in this example (i.e., the EPBO would be attributed to the first 10 years of
service afler age 45). Employers should be aware that while this type of credited service period may reduce
the obligation and expense Inilially, if the work force Is relatively young, the shorter attribution period (in this
case 10 years) Increases service cost and could even result In higher total expense. Giving credit only after
age 45 eliminates the APBO for employees under age 45 but may Increase expense significantly in later
years. However, if other plan terms affecting benefits are based on service from an earlier date {e.g., reliree
contributions that vary with service based on service from date of hire), the credited service period should be
viewed as inoperative for FAS 108 accounting {e.g., attribution should begin at date of hire).

Determination of the beginning of the attribulion period requires careful analysls where the service period is
undefined. FASB Q&A.106, question 14 cites the following ellgibility requirements: "15 years of service after
both (a) reaching age 50 and (b) rendering 10 years of service." The requirements grant credit for 10 years of
service before age 50, but those years of service are not defined. Therefore, the attribution period begins al
date of hire. FASB Q&A.1086, question 19 and 20 provide further examples of situatfons where complex
eligibllity criterfa result in the attribution peried beglnning at date of hire.

A12 Full eligibllity date

The end of the attribution period is the fuil eligibility date. At that date, an employee's APBO and EPBO are
equal. The full eligibility date is the dale on which an employee has rendered all the service necessary to
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receive all the benefits expected to be received by that employee (including any beneficiaries aréa de ndent% 03-47B
expected to receive benefils). This date could precede the employee's expected retirement date, H@s%ﬂlﬁ@ AG-1-31
on the terms of (he plan. Page 37 of 73

Note that while the full eligibllity date is used for attribution, the expecled retirement dale is used for
measurement of the expected benefits. To illustrate, an employee's EPBO at January 1 of $18,000 was
calculated as the actuarial present value of benefits to be provided beginning at age 65, the expected
retirement date. However, because the employee will be fully ellgible for OPEB at age 55, this is the age
through which the EPBO would be atlributed. While there would be no addilional service cost beyond age 55,
Interest, amortization of gains or losses or cther components of OPEB cost would continue,

In determining the full eligibllity date, plan terms that provide incremental benefits expected to be received by
an ernployze for additional years of service extend the attribulion period, unless those incremental banefits are
trivial. Salary progression and banefit indexation formulas are examples of plan provisions praviding
incremental benefits. To Hlustrate, assume an employee is eligible for postrelirement life Insurance benefits
after rendering 10 years of service and attaining age 55, but the amount of insurance benefits eamed under
the plan are indexed untll retirement {e.qg., based on final salary at retirement). Even though an employee has
met the age and service requirements, the full eligibility date has not yel been reached because the employee
earns additional benefits each year for salary increases until retirement. (See example In FASB Q&A.108,
question 15-17.)

As another example of an Incremental benefit provided for addltional years of service, a plan may provide
single coverage to employees who work for an enterprise for 10 years and attain age 55 while in service and
dependent coverage for employees who work 20 years and attain age 65 while in service. For an employee
expecied to meet the necessary age and service requirements and also expected o have dependents during
refirement {(even though none may exist today), the full eligibility date is the date that employee has rendered
20 years of service and atiained age 65.

Still another example of an incremental benefit is a graded benefit formula. An employee hired at age 32 and
expecled lo retire at age 60 (with 28 years of service) would be fully eligible for the expected level of benefils
{50% of eligible cosis) at age 52, that is, when 20 years of service have been rendered. Thus the aliribulion
period is 20 years, even though the expected service period [s 28 years. If that same employee were
expected fo retire at age 65, the expected level of benefits (B0% of eligible costs) would be reached at age 62,
that is, when 30 years of service have been rendered. The attribution perlod would be 30 years, even though
the expected service period s 33 years.

.413 Ratable allocation

FAS 106 generally prescribes that an equal amount of the expected postretirement benefit obligation (EPBO)
be attributed to each year of service in the atiribution period, regardless of the existence of a benefit formula
that specifies the benefits earned for individual periods of servica, An exception exists in the rare situation
where the benefit formula attributes a disproportionate share of the EPBO to early years of service. In that
situation, the benefit formula is followed. This methodology is different from that required by FAS 87, under
which benefits are attributed ratably only in the absence of a plan formula. {For further guidance, see FASB
Q&A.106, question 18.) The FASB conciuded that ratable allocation would be less complex, especlally in
situations where the benefit formula grants differing levels of benefits depending on years of service and
where it is supplemented by other eligibility criteria. Ratable allocation avoids the need for interpreting plan
terms to determine specific benefits provided in exchange for each year of service.

42 Service Cost
The service cost component of net periodic OPEB cost represents the actuarial present value of the future
benefits attributed to service during that period, calculated using the benefit/years-of-service (i.e., projecled

unit credit) method, Calculation of the future benefits, and therefore the service cost, Is made using the
substantive plan provisions.

43 Interest Cost
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The accumulated postretirement benefit obligation {APBO) Is measured at present value using discount rates  03-478
representing the rates of return on high-qualily fixed Income investments. The interest cost compdfactEwet G-1-31
increase in the APBO due solely to the passage of time. Slated another way, interest cost represents Page 38 of 73
accretion of interest on the beginning-of-the-year APBO, adjusled for benaft payments during the period.

44 Return on Plan Assets

Many postretirement benefit plans are not funded. For thase that are, if Investments meet the definition of
assets, lhe expected refum on those assets is a component of net periodic OPEB cost.

The expected return on plan assels is recognized currenlly as a companent of net perfodic OPEB cost. Any
difference between the expected and actual return on assets is an unrecognized net galn or loss, which may
ba recognized on a delayed basis {see ARM 4380.46). For disclosure purposes, the actual retum on plan
assets is presented as a component of OPEB cost; the difference from the expected retum is included In the
"other' component of the OPEB cost disclosure.

The expecled return on plan assets is the product of the expected long-term rate of return and the market-
related value of Ihe plan assels. The expected long-term rata of return should reflect the average rate of
earnings expected on enly exisling plan assels, plus expected contributions for the current period. In
estimating that rate, the returns earned by the plan assels currently invested and the rates of return expected
to be avallable for reinvestment should be considered. If the return on plan assets is taxable 1o the plan trust
or other holder of those assets, the expected long-term rate of return should be reduced to reflect the related
income taxes expected to be paid under existing law. Calculation of the expected return on plan assets

take into account changes in the level of plan assets occurring throughout the year, for example, due to
contributions and benefit payments.

The actual return on plan assels is derived by comparing the beginning and end of the period plan assets, at
fair value, adjusted for contributions and benefit payments during the year. if the return on plan assels were
taxable to the trust or other holder, the actual return on plan assets would reflect the tax expense or benefit for
the period.

Calculations required 1o delermine the return on plan assets for FAS 108 plans are similar to those for FAS 87
plans. See ARM 4270.3523 for further discussion.

.45 Amortization of Prior Servica Cost
.451 Definition of prior service cost

Plan amendments are defined by FAS 106 to include plan initiations. Plan amendments may increase or
reduce banefits, and may attribute the change to service rendered in prior periods (retroactive amendments)
future periods (prospective amendments). Under FAS 106, plan amendments, even prospeclive

generally resull in prior sefvice cost. The prior service cost Is measured as the increase or decrease In tha
APBO at the data of the amendment. Assuming these will be communicated to plan participants In a
reasonable period of time, this date Is generally the date that the amendment is approved by the highest level
of management necassary to make the change for a nonbargained plan, or the date of the bargaining
agreement for a bargained plan. The treatment of amounts related to prospective amendments as prior
service cost differs from lhe FAS 87 treatment, which requires that changes in benefits related to future

be accounted for as service cost in future periods. While inconsistent with FAS 87, the concept Is consistent
with the FAS 106 requirement to generally ignore the bensfit formula and instead atiribute cosls ratably.
Whan a plan is initiated and benefits are granted solely for service after plan initiation or a future date, thereis
no prior service cost because the credited service period begins at the date of the plan Initiation or the future
date.

.452 Amortization period
Although a plan amendiment immediately affects the caloulation of the APBO, FAS 106 requires that prior

service cost be deferred and amortized over the period benefited, generally service to the full eligibility date.
Detayed recognilion reflects the assumption that plan benefit Improvements are made with the expectation
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the employer will realize economic benefits In future perlods. An accounting policy of Immediatel nlzin[? 03478
the cost of all plan amendments [s not permitted. Note that amortization of prior service cost shmmﬁ t AG-1-31
the date of the plan amendment (i.e., the approval date not the effective date of the amendment) even if £°age 39 of 73
occurs during a fiscal year, provided that it is communicated to plan participants at that time or within a

reasonable period of time thereafter. (Refer to FASB Q&8A.106, question 23.) The prior service cost from each

plan amendmenl should be amortized separalely,

.453 Exceptlons to the typlcal amortizatlon perlod

If all or substantially all plan participants are fully eligible for benefits, amortization Is based upon the remaining
life expectancy of the fully eligible particlpants (including retirees) rather than the remaining years of service of
active plan particlpants. FASB Q&A.87 deals wilh the question of whether there is a threshold for “all or
substantially all" by indicating that Judgment is required based on the facts and circumstances of the particular
plan. However, we would generally expect that at least 90% of participants would be fully eligible in crder for
employers to use this allemative amortization period.

Another exception to amortization through the full eligibility date cccurs In situations where, similar to
pensions, "a history of regular plan amendments and other evidence may indicate that the period during which
the employer expects to realize economic benefils from an amendment that granls increased benefils Is
shorter than the remaining years of service to full eligibility for benefils of the active plan participants” (FAS
106, par. 54). In those sltuations, the amortization of prior service cost should reflect the expected periods to
be benefited {a more rapid rate of amortization}. Note that this provislon applies only to benefit increases.

Temporary devialions from the substantive plan are not considered a plan amendment resulting in prior
service cost. Their effects are required to be immediately recognized as a galn or loss. (Refer to ARM
4380.464.)

454 Amortization method

FAS 106 requires that prior service cost generally be amortized "by assigning an equal amount to each
remaining year of servica to the full eligibility date of each plan particlpant active at lhe date of the amandment
who was not yet fully ellgible for benefits at that date” (FAS 106, par. 52). Under this melhod, each remaining
year of service prior to the full eligible date of each active plan participant not yet fully eligible for benefits is
assigned an egual share of the prior service cost. The portion of the prior service cost to be recognized in
each of those future years Is therefore weighted based on the number of those plan participants expected to
render servica in each of those fulure years. Plan parlicipants are defined as employees or former employees
who are expected o receive benefits under the plan. llluslration 4A in FAS 106, par. 451-4583, Appendix C
illustrates an application of this principle.

455 Alternative amortization methods

As a means of reducing ihe complexily and detail of the calculation, FAS 106 permits the use of alternative
amortization methods that more rapidly recognize prior service cost, provided the altermnative method is
consistently applied. For example, an employer may alect to use straightine amortization over the average
remaining years of service to full eligibility for aclive plan participants, as described In lffustralion 4B in FAS
106, par. 454, Appendix C. Because the average remaining service period is less than the perlod used In the
minimurn amortization approach {which is based on lhe weighted remaining years of service method), this
results in more rapid recognition.

.456 Negative plan amendmeonts

In situations where a plan amendment reduces rather than Increases benefits (and the APBO), the reduction
would first be used to reduce any unrecognlized prior service cost from previous plan benefit improvements
and then to reduce any remaining transition obligation. The excess, if any, would be amortized to net periodic
OPEB cost on the same basis as prior service cost arising from benefit increases. Negative plan amendments
are likely to be more common for OPEB plans than penslons plans, and could include increases In required
participant confributions or deductibles not already part of the substantive plan, the institution of a doliar-
defined cap on the employer’s share of costs, and reductions in benefit coverage.
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When there have been previous plan amendments that increased benefits, followed by a negative plan 03478
amendment, speclal considerations may apply. When the aggregate unrecognized prior serv[ceg&ﬂﬁélmt AG-1-31
to those previous amendmenls exceeds the decrease in benefits related to the negative plan amendment age 40 of 73
queslion arises as to what ordering method (e.g., LIFO, FIFO, or pro rata} should be used fo reduce

unrecognized prior service cost related to the previous benefit improvements. Because prior service cost from

plan amendments Is amortized over the estimated remalning years of future service to the full eligibility date of

each plan particlpant active at the date of each amendment, at any point in time each plan amendment will be

subject to amortization over different periods and in differing proporlions. Thus, the order of reducing the

unrecognized prior service cost will direcHy affect the amount of prior service cost to be recognized In each

future period. Unless the plan amendment reducing the OPEB obligation is specifically related to a prior

amendment, we beliave that any systematlc method, applied consistenily, would be acceptable. This

guidance is consistent with the FASB staff's postifon for pensions, as described in the answer to FASB

Q&A .87, question 21. (See discussion at ARM 4380.114))

FASB Q&A.106, question 24, 25 and 30 discuss the differences between a negative plan amendment and a
curtailment. In particutar, Example 3 in the answer to FASB Q&A.106, question 30 helps distinguish the
limited situalion in which curtailment accounting (as contrasted to negative plan amendment accounting) is
appropriate where there has not been a termination of employee services eariler than expected. That
itustrates the accounting for a negative plan amendment that results In a curtailment gain and, along with
Examples 4 and 5 in the answer to FASB Q&A.106, question 30, illustrates that when a negative plan
amendment rasulls in a curtailment, lhe accounting should first reflect the effacts of the negative plan
amendment and then the effects of the curlailment. Unlike situations in which both a setttement and a
curtailment occur, and an employer may choose the order of recording curtailment and settliement events
(FASB Q&A.88, question 41), there is no such cholce available to employers when a negative plan
amendment results in a curtailment.

FASB Q&A.106 also indicates that when a negalive plan amendment also gives rise to a curtailment (e.g., the
adoplion of a credited service period of 10 years after age 45), the reduction in the APBO from the negalive
plan amendment is not accelerated by the curtallment. The curtallment may only accelerate previous
unrecognized prior service cost or ransition obligations.

.46 Recognition of Galns and L osses

Gains and losses represent changes in the APBO or the value of plan assets resulting elther from actual
experlence different from that expected or from changes in acluarial assumptions. FAS 106 does not make a
distinclion between gains and losses arising from investment aclivities and those arising from other actuarlal
assumptions.

As with pension calculations, some portion of the gains angd losses may refiect real changes in economic
values of plan assets or the obligation, while the remainder may result from the Inabllity to accurately predict
future benefits and asset raturns. This latter cause is likely to be especially true for postretirement health care
benefits. The FASB noted that "recognizing the effecls of revisions In estimates In full In the perod In which
they occur may produce financial statements that portray more volatility than is inherent in the employer's
obligation® (FAS 106, par. 293, Appendix A). Therefore, as in pension accounting, galns and losses are not
required to be recognized immediately but may ba deferred in the period when they occur and amortized
prospectively.

FAS 108, par. 59-60 allows an employer to amontize gains and losses using any method as long as it is at
least equal to the stipulated minimum (see ARM 4380.463) and the method is applied consistently from period
to period. As noted In FASB Q&A. 106, question 32, it is not appropriate for an employer 1o elect annually a
new method of amortization of unrecognized gains and losses. Any change in the method selected should be
accounted for in accordance with APB 20. APB 20 requires the justification for the preferabillty of the change
in accounting.

.461 Immediate recognition allowable

FAS 106 does not, however, preclude immediate recognition. If an employer adopts a conslstent policy of
immediately recognizing gains and losses: {1) the amount of any net gain in excess of a net loss previously
recognized in income would first offset any unamorlized transition obligation; and {2) the amount of any net
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loss in excess of a net gain previously recognized In income would first offset any unamortized transition asset 03-47B
{for most companies, the existence of a transition asset generally is unlikely). This constraint waA#desament AG-1-31
because the FASB did not want galns ([osses) to be recognized before 1he unfunded (overfunded) APBGPage 41 of 73
recognlzed. [f immediate recognition is adopled, 1his policy should be disclosed. Adoption of a policy of

immediate recognilion of gains and losses is likely to produce some, and perhaps significant, volatility in

periodic OPEB cost, given tha degree of judgment involved and the difficulty in estimating future health care

cost trends.

.462 The "corrldor” approach for deferred recognitlon

The requirements for amortizing gains and losses are conslstent with those prescribed by FAS 87. Deferred
galns and losses are amorlized as a compenent of net pericdic OPEB cost if they exceed a "corridor.” The
comidor is defined as the greater of 10% of the APBO or 10% of the market-related value of plan assets. The
corridor approach is intended to reduce OPEB cost volatility by providing a reasonable opportunity for gains
and losses to offset over time without affecting OPEB cost. Note that while amorlization and ihe corridor
approach reduce the volatility hat otherwise would result from changes in the APBO or plan assets, some,
and possibly significant, volalility in OPEB cost will still result due to the'immediate effect of such changes on
the EFBO, which is used to determine subsequent periods' service cost.

463 Amortization methods

If amortization is required, the minimum amortization amount is the excess (beyond the coridor) divided by
average remaining service period of active plan participants. As a resull, aggregate net gains or net losses
falling within the corrldor are not a component of net periodic OPEB cost. Plan asset gains and losses not yet
reflected in the market-related value of plan assets are also not required to be considered for amortization
ARM 4380.53).

H all or substantially all participants are Inactive, the average remalning life expectancy of plan participants Is
used instead of he average remaining service period of aclive parlicipants. Inactive participants would
individuals covered by a lerminated ptan, while particlpants who ara inactive dus to a temporary suspension of
the plan would not be considered Inactive for amortization purposes.

In addition, FAS 106 provides that any systematic method of amortization may be used in lieu of the specified
method, provided that: (1) if in any period the minlmum amorlization is greater, the minimum Is used In that
period; (2) the method Is applied consistently; {3) the melhod is applied slmilarly for both gains and losses;
{4} the method is disclosed.

.464 Deviations from the substaniive plan

FAS 106 includes a provislon for sltuations not applicable to pension plans under which an employer
temporarily deviates from the provisions of the substantive plan lo increase or decrease benefits related lo
past or current periods. To lllustrale, some plans include terms {elther wrltten or substantive) that provide that
shortfalls resulting from benefit payments in excess of the employer's share of Incurred claims cost and
participant contributions for a year are to be recovered through the subsequent year’s participant contributions
{i.e., a retrospective adjustment). !f an employer forgives that retrospective charge on a one-time basls, that
decision is required to be recognized as a current period loss rather than deferred and amortized, The theory
behind thls requirement for immediate recognition is 1hat the change results from a temporary change in intent
ralher than a change in estimate or permanent plan change. If the change were other than temporary, for
example, if facts and circumstances indicated that the employer had in substance made a decision to continue
to bear the shortfall in future years as well, the effect of that change on the APBO would be calculated and
accounted for as a plan amendment,

465 Amortization of transition obligation {asset)
For employers that elecled the delayed recognilion method of adoplion of FAS 106, the transition amount Is
amortized on a straight-line basis as a component of net periodlc OPEB cost. The amortization period is

generally the average remaining service period of active plan participants, but FAS 106 allowed the
amortization to take place over 20 years if the average remalning service period at transition was less than 20
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years. Amorlization of the transition amount is adjusted prospeclively to recognize the effects of aip‘ 03-47B
events. These include: (1) the conslraint on the delayed recognition of ihe transition obligation chment AG-1-31
cumulative benefit payments exceed cumulative OPEB cost; {2) a negalive plan amendment; (3) the conbia@g@ 42 of 73
on immedlate recognition of a net gain or loss when a transition obligation or asset exists; (4) setflement

accounting; and (5) curtailment accounting. Other than these events, an employer may not elect to accelerale

the remaining unamortized transition obligation (asset).

47 Employers' Disclosure About Other Postrefirament Benefits

THE FASB HAS A LIMITED-SCOPE PROJECT ON ITS AGENDA ENTITLED, "DISCLOSURES ABOUT
PENSION PLANS." IN THIS PROJECT, THE FASB IS CONSIDERING CERTAIN DISCLOSURE
IMPROVEMENTS RELATED TO PENSION COSTS, PLAN ASSETS, OBLIGATIONS, AND FUNDING
REQUIREMENTS. IN ADDITION, THE FASE |5 CONSIDERING SIMILAR DISCLOSURE IMPROVEMENTS
FOR OTHER POSTRETIREMENT BENEFITS. THE FASB PLANS TO ISSUE AN EXPOSURE DRAFT ON
THIS PROJECT IN THE THIRD QUARTER OF 2003.

For other postrelirment benefit disclosures that are required as well as some illustrations of footnote examples,
refer to FAS 132, "Employers’ Disclosures about Pensions and Other Postretirement Benefits (an amendment

of FASB Statements No. 87, 88, and 106)." FAS 106, par. 74, 77-78, 82, 106 and 107 have been replaced by

applicable paragraphs within FAS 132.

Presentalion requirements for a public company. The public company examples in FAS 132 present two-year
comparative information for all benefit (pension and OPEB]) disclosures. However, there Is an SEC
requirement {o present two years of footnote information related to balance sheet disclosures and three years
of foctnote informatlon for disclosures related to the income statemsent and statement of cash flows. In order
to comply wilh the SEC requirement, registrants should present three years of information in the table that
presents the components of net periodic benefit cost along with three years of the weighted-average
assumpticns because of the linkage to the income statement. As shown in the FAS 132 examples, only two
years of information is required for the reconciliations of the change in benefit obligations and plan assels
along with the funded status reconciliation.

We have confirmed with the FASB staff that the requiremenls of SEC Regulation 8-X must be followed by
SEC regislrants, which means two years of foolnote information for balance sheet disclosures and three years
of footnote information for Income statement and statement of cash flow disclosures should be presented.
Thus, for SEC registrants the SEC's disclosure requirements overmride the example presented In EAS 132.
The reason for the two-year presentation in FAS 132 is historical precedent; FASB Statements typically
Include only two years and da not reflect the SEC required presentations.

A mistake in lllustration 2 of Appendix B in FAS 132, par. 63 has been corrected by FAS 135. Refer to ARM
4270.8 for details about the technical corrections in FAS 135 affecting FAS 108,

A queslion has arisen whether the existence of debt obligations traded in the over-the-counter market and
quoted only locally or regionally makes an entity public. For example, an entity {(e.g., a privately capitalized
parinership or corpotation, a not-for-profit arganization, or a higher-educalion instiution) may issue debt
obiigations that are not listed on a trading exchange; however, individual investors may purchase an interest In
the obligations. In some circumstances, the obligafions may include credit enhancement by a governmental
agency {.g., New York Stale Dormitory Authorlty); however, the Issuing entity remains the primary obligor.

An entity whose debt obligations are avallable to and traded by investors, regardless of how limited those
obligations are in scope, should be considered a public entity for purposes of applying FAS 132. in FAS 132,
the FASB reduced disclosure requirements for nonpublic entilies because nonpublic financial statement "users
observed that they did not requlre the same level of precision in assessing benefit costs and net Income® (FAS
132, par. 57). However, ihe information that would be disclosed by public entities under FAS 132 would
probably be of particular interest to an Investor who was considering {or an analyst who was recommending)
participation in debt obligations of an entity that is olherwise consldered to be nonpublic.

It should be noted that the definition of a nonpublic entity In FAS 132 is not identical to the definition in FAS
123, "Accounting for Stock-Based Compensation.” The FAS 132 definition includes entilies whose "debt or
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equily securities trade in a public market either on a stock exchange (domestic or foreign) or in the over-the- 03-47B
counter market, including securities quoted only locally or regionally.” FAS 123 does not considehBaapaRREt AG-1-31
with only debl securities trading in a public market to be public companies. Page 43 of 73

.5 MEASUREMENT OF PLAN ASSETS

.51 Definition of "Plan Assets™

Unlike pension plans, many employers do not prefund poslretirement benefits. For employers that do, FAS
106 prescribes the accounting.

Assels segregated and restricted (usually in a trust) for paying only postretirement benefils meel FAS 106's
definition of "plan assets.” Plan assets include contributions by employers and by participants in a contributory
plan; and amounts eamed on the invested funds, less benefits, taxes and other expenses incurred. FASB
Q&A.108, questicn 38 notes that employer securities held In an OPEB trust are considered plan assels as
long as the securities are currenlly transferable (l.e., already registered). A nontransferable securily that is
convertible at any lime into a transferable security Is not considered a plan asset because it is not "currently”
transferable.

Plan assels generally cannot be withdrawn by an employer except in situations where they exceed plan
obligations and the employer has laken cerlain steps to satlsfy ihose obligations. The issue of whether assels
must be segregated In a manner that makes them "bankruptey-proof” to qualify as plan assets was addressed
in EITF 83-3, “Plan Assels under FASB Statement No. 106." The EITF reached consensuses that (1) it is not
necessary to determine that a trust is bankruptey proof for the assets of the trust to qualify as plan assels
under FAS 106, and (2) assets held in a trust that explcitly provides that such assets are available to the
general creditors of the employer in the event of the employer's bankrupicy {e.g., rabbi trusts) would not
qualify as plan assets under FAS 106.

Investments made with the intention of paying poslretirement benefits but that are not segregated in a trust or
olherwise effeclively restricted to pay only postretirement benefits are not plan assets. For example, a VEBA
may exist {o pay benefits of both active and retiree heallh care plans. Unless the VEBA assets are legally
segregated only for retiree benefits, those assets would not be considered plan assets, but instead would be
accounted for as other employer assets of a similar nature and wilh similar restrictions {generally accounted
for as company assets under FAS 115, "Accounting for Certain Invesiments in Debt and Equity Securitles®).
Assels held in the form of a rabbl trust {see ARM 4300.3) and the cash surrender value of corporate-owned
Insurance (COLI) are also excluded from plan assets, as both are not restricted solely for the payment of
QOPEB. Rabbi trust assets revert lo the sponsoring entity in the event of bankruptcy, and the employer is the
owner or beneficiary of a COL! policy.

Depending on the purpose of the measurement, plan assets are measured in one of two ways: fair value or
market-related value. Fair value is used for disclosure of the funded status of the plan and in determining the
acluarial gain or loss on plan assets. Market-related value is used in computing the expected return on plan
assets and the portion of actuarial gain or loss on plan assels subject lo amortization.

.52 Fair Value

Fair value Is defined as the amount that a plan could reasonably expect {o receive for an Invesiment in a
current sale between a willlng buyer and seller. Fair value is considered to be the most relevant disclosure
Informatlon for assessing the plan's ability to pay benefits as they become due and the future contributions
necessary to provide benefils promised.

Conlracts with insurance companies that are not unconditional legal obligations of an insurance company to
provide specified benefits to speclfic Individuals may be censidered plan assels. The purchase of an
unconditional insurance contract would In some cases require settiement accounting {refer to ARM 4380.72
further discussion on insurance contracts affecting setilement accounting). Because insurance contracts
typically have no secondary market, falr value would generally be determined ihrough estimation. FAS 108,
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par. 71 notes that "if a contract has a determinable cash surrender value or conversion value, that is presumed 03-47B

to be its fair value. For some contracts, the best available estimate of fair value may be contract hment AG-1-31
Page 44 of 73
.53 Market-Related Value

Markel-related value can be either fair value or a calculaled value that recognizes changes in fair value over
nol more than five years through a systematic and rational amortization method. This delayed recognition
concept is consistent with that allowed under FAS 87 for pension plan assets (see ARM 4270.353). The
market-related value can be determined using different methods for difierent classes of assets (e.g., stocks,
bonds and real estate), as long as the method for each class is used consistently from year o year. In
siluations where the employer has several plans with similar investments, an employer would typically use the
same assel valuation methods for each class of asset, unless facts and circumstances warrani use of a
different method. Hustration 5 of Appendix C in FAS_106, par. 455471 depicts an approach for calculating the
market-related value of plan assets. Any change in market-related value methodology is treated as an
accounting change under APB 20. However, the SEC takes the position that switching from fair valye to a
calculated value solely or primarily lo avoid the effect that volatility in the financiat markets would have on the
employer's reported eamnings would not be suificiant fo justify such a change. (Refer to ARM 4270.71).

.54 Megasurement Data

The "measurement date™ used for (1) determining fair value of plan assets and the plan obligation for balance
sheet recognition, (2) disclosure purposes, and (3} for determining plan cost in the following year, may be
either the date of the financial stalements or a date no more than three monlhs prior 1o that date. For
example, plan assets and obligations of a calendar year-end company may be measured as of a date no
earfier than September 30. The measurement date must be the same for both plan assets and obligations,
and must be used consistently each year. Changes in the measurement date would be subject to APB 20's
preferability and cumulative catch-up adjusiment requirements. Generally, it may be hard to juslify the
preferability of changing the measurement date from the financial statement date to an earller date, unless the
use of an earlier measurement date will produce more accurate results (e.g., if more accurate asset and
obligation values are available at September 30 than at December 31).

For qualified plans, ERISA requires an annual valuation as of the plan year-end based upon the terms of lhe
plan and employee census data at that date, The actuarlal valuation date can differ from the employer's
measurement date. As noted in FASB Q&A.87, quastion 65, the obligation may be measured based upon
projections of the census data used in the most recent actuarial valuation, updated for changes prior to the
measurement date (e.g., benefits eamed, contributiens, benefit paymenis, and significant changes in
assumptlions and In the work force). '

Certain plan information can be prepared prior to the measurement date and projected through that date. For
example, the obligation may be measured by rolling forward data based upon a valuation prior lo the
measurement date. The "roll-forward”™ would Include benefits earned, benefit payments, contributions and
changes in the work force. Plan cost for bolh Interim and annual reporling is based upon actuarial
assumptlons at the beginning of the year (i.a., those used at the previous year-end measurement date},
where more recent measurements of the plan obligatlons and plan assets exist because a significant eveni
occurred requiring remeasurement. For example, a significant plan amendment would require a current
measurement to measure the effect of the amendment and account for it prospectively. Similarly, since
setllements and curtallments require remeasurements of plan obligations and assets, the revalued amounts,
adjusted for the effects of ihe settlement and/or curlailment, should be used prospectively to measure the plan
cost.

FASB Q&A.88, queslion 28 addresses recognition of a galn or loss from a settlernent or curtaliment when the
measurement date is other than the date of the financial statements. FASB Q&A 88 requires that gains or
losses occurring subsequent to the measurement date and prior te the date of the financlal statements should
generally not be reflected in the fiscal period's resulls of operations. However, if the gain or loss resulis from
the employer terminaling the penslon plan and not establishing a successer pension plan, the effect of the
setllement and curtailment should be recognized in the current fiscal year.

If the gain or loss is not recognized in the current fiscal year and the employer's financial position or resuits of
operations would have been materially affected had it been recognized, then disclosure of the event, its
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consequences, and when recognition will occur should ba made in the financial statements for the curent 03-47B
fiscal year. In other words, companies that have a measurement date preceding its fiscal year-eifi@@iament AG-1-31
disclose significant events that occur affer the measurement date but before the fiscal year-end. Howevd?age 45 of 73
disclosed plan assets and obligations should not be updated. For example, if a September 30 measurement

dale is used for December 31 reporting purposes, the effects of a significant plan amendment at October 31,

20X3 should be disclosed in the 20X3 financial statements. However, 2 remeasurement should take place at

Cclober 31, 20X3 so pension cost for 20X4 would be based on one month of the old plan valuation and eleven

months of the new plan valuation.

We believe the necessily to disclose the effect of a postmeasurement date event should be evalualed against
the respective reportable components of the plan instead of determining slgnificance (materiality) solely in
relaticn to the results of operations.

.6 OTHER CONSIDERATIONS

.61 Defined Contribution Plans Covared by FAS 106

A defined contribulion posirelirement plan is defined by FAS 106, par. 104 as "a plan that provides
postretirement benefits in return for services rendered, provides an Individual account for each participant, and
has terms that specify how conlributions to the individual's account are to be determined rather than the
amount of postrelirement benefits the individual is o recelve.”

Some plans conlain features of both defined contribution and defined benefit plans. Careful analysis of the
plan is required. Hf, in substance, the plan provides a defined benefit, the accounting and disclosure
requirements should be those required for a defined benefit plan. For example, In some plans there may be
an unfunded account balance established for sach plan participant. Thus, while the form of the plan may look
like a defined contribution plan, the substance and employer's commitment may weigh more heavily on the
side of a defined benefit plan.

.611 Accounting

FAS 106 does not significantly change generally accepted accounting principles for OPEB benefits offered
through a defined contribution plan. Typically, the amount contributed fo such a plan is also that period's
accounting cost. if, however, a plan provides for contributions for periods after an individual retlres or
terminates employment based on criteria specific to that employee {(e.g., addltional amounts are to be
contributed for the first 10 years subsequent to retirement), the estimated cost of postralirement contributions
should be accrued through the employee's full ellgibility date. Dlsclosure requirements for defined contribution
plans are covered in FAS 132, par. 9,

.62 Multlemployer Plans

OPEB plans that two or more unrelated employers contribute to, generally pursuant to collective bargaining
agreements, and that have certain other atiributes are muitiemployer plans. Such plans are sometimes
referred to as "joint trust” or “union plans.” This is the identical definition that exists for FAS 87 purposes and
the accounting required by FAS 106 is similar. A key characteristic of a multiemployer plan is that the plan’s
obligalion to retirees continues even if a former employer discontinues its parlicipation in the plan. See ARM
4270.363 and FASB Q&A.108, quastion 43 and 44, Under FAS 132, the total contribulions to all
multiemployer plans may be disclosed (total atiributable to pension and other postretirement benefits); the
separate OPEB contribulion amount need not be separately disclosed.

.63 Multiple-Employer Plans

Similar to FAS 87, FAS 108 describes multiple-employer plans as aggregations of single-employer plans
combined to permit participating employers to pool fund assets for investment purposes and reduce plan
administration costs. These arangements may allow employers lo have different benefit formulas, with each
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employer's contribution to the plan based on the benefit formula it selects. Typically, mulliple-employer plans 03-47B
do not involve collective bargalning agreements. Under FAS 106, such plans are considered to ent AG-1-31
employer plans, and each employer would account for its respective interest in the pooled assets. age 46 of 73

.64 Non-UL.S, Plans

Because many foreign countries have some form of nationalized heallh insurance, employer promises to
provida relires health care coverage may not be as prevalent ameng non-U.S. entities. In effect, the cost for
non-U.S. operations' postretirement health care Is often reflected in local taxes or soclal security ¢onltributions.

There may be other situations where non-U.S. arangements similar in substance to OPEB plans offered in
United States exIst, Evan in countries with nationalized health insurance, lhe coverage provided by such
insurance may be limited. As a result, employers may still have OPEB plans albeit of a more restricled nature.

Expetience has shown that the llability that results from even restricted coverage plans can be significant.
Such plans are required to be accounted for in accordance with the provisions of FAS 106 and the appropriate
disclosures made in accordance with FAS 132,

The applicability of FAS 106 to these plans should be determined by the nature of the obligation and the terms
and conditions that define the amount of benefit payments, not by the funding mechanism, whether the
benefils are payable over more than one period or In [ump-sum, or whether the benefits are required by law or
custom.

.65 Subsidlaries

in cases where subsidiary employees participate in parent company postretirement benefit plans, our position
is that the accounting should be similar to that prescribed by lhe answer to FASB Q&A 87, question 87, That
is, a corporation that has a defined benefit plan that covers employees at its subsidiaries should account for
the plan as a single-employer pfan in the consolldated financial statements. In the subsidiary financial
slatements, however, the arrangement should be accounted for as a participation in a multiemployer pension
plan.

FASB Q&A.106, question 56 addresses the accounting for the transillon obllgation for a subsidiary when it has
its own separate postretirement plan. The guidance requires that for purposes of consolidated financial
statements, the method of recognizing the transition obligalion must be the same-as the method selected by
the parent for other plans in the consolidatad group. However, in the separate subsidiary financial statements,
a different method may be chosen.

.66 Insurance Contracts

An insurance contract is defined in FAS 106, par. 67 as "a contract in which an insurance company
unconditionally undertakes a legal obligation to provide specified benefits to specific individuals in retumn for a
fixed consideration or premium; an insurance contract Is irrevocable and involves the transfer of significant risk
from the employer (or the plan} to the insurance company.” Benefits covered by such insurance contracts are
excluded from the APBO and the contract is excluded from plan assats, except for any participalion right as
described below.

Insurance contracts may be either particlpating or nonparticlpating. Particlpating arrangements allow the
purchaser (the employer or plan) to particlpate in the investment performance or other experience of the
insurer. I the substance of the participating arrangement causes the employer or plan to remain subject to
most or all of the risks and rewards of ownership of the OPEB obligation or assets transferred to the insurer,
the insurance contract would be considered a plan asset, and the related promise to provide benefits would be
included in the APBO. FAS 106 does not provide specific quantitative criteria for determining whether
signlficant risks and rewards of ownership have effectively been transferred. As a general rulg, we believe

if the cost of the participation right (the difference between the cost of a participating and nonparticipaling
confract) exceeds 10% of the nonparticipating contract premium, a significant portion of the risks and rewards
have not been transferred.

For participating contracts where a significant portion of the risks and rewards of ownership have been
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transferred, the cost of the participation right (not the entire contract) Is established as an asset on the date of 03478
purchase and remeasured subsequently at ils fair value. Carrying value should be assessed fo raeIR, AG-1-31
on an ongoing basis. Dividends paid on such contracts are accounted for as a return on plan assels. Page 47 of 73

Some employers enter into agreements whereby benefits earned in the current period are covered by the
annual purchase of an insurance annuity contract. The premium cosl of those benefits Is the service cost
component of the net periodic OPEB cost, except as described above for the cost of any parlicipatlon right
(see FASB Q&A.106, question 11 and 12). Annuity contracts may also be purchased to provide for benefits
earned for past years' services (i.e., to setile the APBO). Accounting for contracts used to settle an OPEB
obligation is discussed in ARM 4380.71.

.67 Income Tax Considerations

For income tax purposes, the OPEB cost deduction is significantly limited. Thus, EAS 106 OPEB cost will
generally result in 2n amount higher than that allowabls as a deduction for tax purposes.

Under FAS 109, differences between OPEB obligations or assets recorded for financlal reporting purposes
{including the effect of transition)} and the amounts reflected on the tax-basis balance sheet are temporary
differences. Becausa of the limitations on tax deductibility, the temporary differences would llkely resultin a
potential deferred tax benefit.

Under FAS 109, the recording of deferred tax benefits is subject to a realizability lest. A deferred tax benefit
would generally be recorded if if is more likely than not that it will be reallzed. See ARM 57980 for additional
information on the interactlon of FAS 109, “Accounting for Income Taxes,” with OPEB.

Other book/tax differences may result from different computation methods. For example, amounts capitalized
as part of the cost of inventory under FAS 106 will generally differ from the cost required to be capitallzed for
fax purposes. In addition, companies using the LIFO method for valuing inventory may use different OPEB
cost methods for financial reporting and tax purposes; this is not a LIFO conformity issue but rather a LIFO
computation difference.

.68 Rate-Regulated Enterprises

EITF 92-12, "Accounting for OPEB Cosls by Rate-Regulated Enierprises” and EITF_93-4, "Accounting for
Regulatory Assels,” state that OPEB costs that fall to meet the regulatory asset recognition requirements
should not be an asset. EITF 92-12 also states that if cerfain defined requirements of the EITF are met, a
regulatory asset should be recognized. EITF 934 concludes that If the enterprise meets those requirements
in a subsequent period, then a regutatory asset should be recognized in that period.

A utility company that has been amorlizing its transition obligation may be deferring the recognition of the
amounts amortized because it meets the conditlons outlined in paragraphs c. and d. of the consensus in EITF
92-12. Under EITF 92-12, it may defer the recognitlon of a curtaliment loss provided that it has a rate order
that allows for the recovery of postretirement benefit cost determined In conformity with generally accepted
accounting principles. However, because a curtailment changes the ultimate timing of cash outflows (i.e., for
benefit payments), it is fmportant that there be no significant unrecovered costs at the end of the period over
which recovery of costs is allowed by lhe rate order. In addition, it is important that the curtallment not cause
the regulator to reconsider the rate order.

.69 Interim Measurements

Under FAS 106, par. 73, a significant event, such as a plan amendment, setilement, or curtaliment, would
ordinarily call for an interim measurement to be performed. The assumptlens used for the interim
measurement should be reflected in the net pericdic postretirement benefit cost from the date of the interim
measurement to the year-end. Refer to ARM 4270.366 for a more detailed discussion of interim
measurements.

In scme cases, an employer's new beginning-of-the-year actuarial valuation might not be completed before
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employer must issue ils interim financial information. ARM 4380.4 discusses an employer's interim period 03-4/B
accounting for net periodic OPEB cost In these situations. Attachment AG-1-31
Page 48 of 73

.7 SETTLEMENTS, CURTAILMENTS AND TERMINATION BENEFITS

The OPEB and pension accounting models both provide for delayed recognition of acluarial galns and losses,
the cost of plan amendments, and {ransition amounts. However, both also define limils to this concept by
spetifying events or transaclions that accelerate the recognition of previous deferrals. For OPEB, these
events include settlement of all or a portlon of the OPEB obligation, as well as curtailments of the plan {i.e.,
reductions In expected future years of employee service or in benefits eamed for future service).

Previously unrecognized amounts would be recognized when all of the following events occur:

- All OPEB obligations are selttled

- Defined benefits are no longer eamed under the plan and the plan is not replaced by another defined
benefit plan

- There are no remaining plan assets

- All employees are terminated

- The plan ceases to exist

If some, but net all, of the above events occur, or where the events occur with respect to only part of the plan,
current recognition of certaln elements of or some portion of the deferred amounts may be appropriate. FAS
108 requires pro rata recognition if part of the plan’s obligation 1s setlled or part of the plan Is curtalled.

For purposes of settlement and curtailment accounting, any transition obligation arising from implementation of
FAS 106 is treated as prior service cost, as it is assumed to relate principally to service rendered In prior
pericds. Any transition asset {a rare situation) is freated as an actuarial gain, as it is assumed to relale
principally to Investment gains.

A setllement is an irevocable action relieving the employer (or the plan) of primary responsibility for a
postretirement benefit obligation and transferring risk so that the employer (or plan) has eliminated significant
risk related to the obligation and the assets used in effecting the settlement. For example, an OPEB obligation
may be settled by making lump-sum payments to parficipants in exchange for their rights to receive specified
henefits or by purchasing nonparticipating (and certain particlpating) insurance contracts for the accumulaled
postretirement benefit obligation for alt or some of the plan’s parlicipants. However, because of the nature of
COPEB obligations, setlements are very rare. Typically, sattlements result from the sale of a portion of the
business where the buyer assumes the OPEB obligation {see [liustration 10 of Appendix C in FAS 108, par.
502-506).

FAS 106 views settlement of all or a portion of an employer's APBO as final realization of past actuarial gains
or losses assocliated with the setlled obligation because of the elimination of employer risk. A subsequent
decision to continue the plan or adopt another defined benefit plan does not affect the gain or loss recognized
on settlement.

Unrecognized prior service cost does not enter into the gain or loss on selilement. The implicit assumptlion
underlying the delayed recognition of prier service cost (i.e., thal the employer receives fulure economic
benefils from plan amendments} is unaffected by the decislon to transfer payment responsibilities and risks for
all or a portion of the OFPEB obligation to a third party.

In accounting for a setllement, the APBO must first be remeasured using current assumptions, and plan
assets (if any) must be remeasured at their then fair value. The remeasurement adjustment ().e., the Increase
or decrease in the APBO and plan assels) is an actuarial gain or loss and is included in the unrecognized net
gain or loss prior to settlemeni accounting.
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In caleulating the gain or loss upon setllement, a determination must also be made as to whether g&ga 03-47B

%iﬁonal
portion of any remaining transition obligation is required to be recognized under the provisions of FAS __ment AG-1-31
par. 112. Fage 49 of 73

.72 Type of Insurance Contract Affects Settlement Accounting

The purchase of a nonparlicipaling insurance contract results in a selilemeni. The purchase of a participating
contract may also result in a settiement if the substance of ther contract allows the employer {(or plan) lo
{ransfer a significant portion of the risks and rewards assocciated with the AFBO and plan assets to the

insurer. However, FAS 106 requires that the settlement gain that is otherwise recognizable must be reduced.
Since the enterprise is still at risk for the participation right, an unrecognized net gain {but not an unrecognized
net loss) must first be reduced by the cost of the participation right before calculating the amount to ba
recognized in income.

721 Full settlement

A full settiement occurs only when the entire APBO is setled; for example, when the benefits earned to date
by all plan particlpanis are settled through the purchase of a nonparticlpating insurance contract. In a full
settlement, the employer recognizes the entire previously deferred net acluarial gain or loss (including any
remaining transition asset). However, if that amount is a galn, the galn must first reduce any remaining
transition obligalion. Any excess gain would be recognized in income.

FASB Q8A.106, question 46 discusses a scenario where an employer that immediately recognized ils
transition obllgation subsequently amends its plan to eliminate its obligation for postretirement benefits and
settle its remaining obligation and partially compensales affected parlicipants by Increasing their penslon
benefits, The cost to the employer of settling its OPEB obligation is the Increase In the obligation for penslon
benefils; therefore, the gain on the terminalion of the plan must be measured taking into account the cost of
the pension benefit increase. In the event that the prior service cost of the enhanced penslon benefit exceeds
the OPEB obligation, the excess should be amortized similar to any other prier service cost.

.722 Partlal settlement

When only part of the APBO is setlled (for example, when lhe APBO for retirees, but not aclive plan
parlicipants, is settied), the employer recognizes a pro rata portion of the aggregate previously deferred net
actuarial gain or loss (Induding any remaining transition asset). Bu, if that pro rata amount is a galn, an
employer must first reduce any remaining iransHion obligation (not Just a pro rata portion thereof). Any excess
gain would be recognized in income. The pro rata factor is computed as the percentage reduction in the
APBOQ due la the partial settlement. Nlustration 8 of Appendix C in FAS 106, par. 483-495 provides examples
of the cafculations required to determine amounts recognized in a partial settlement.

A partial setilement does not occur if & portion of the obligation for vested benefils to all plan participants is
satisfied and the employer remalns liable for the balance of the participants’ vested benefits. (See FASB

Q&A .88, question 8.) If a plan has two discrete benefit obligations for all plan partlcipants (e.g., each
obligation under the single plan reflects a different benefit promise and Is based on different benefit formulas)
and only one of thase obligations is setlled, settlement accounting may apply with respect to that obligation
depending on the facts and circumstances. Refer to EiTF 03-2, “Accounting for the Transfer to the Japanese
Govemnmenlt of lhe Substitutional Perion of Employee Penslon Fund Liabllitles.”

.723 Curtailment accounting

Definilion and Timing

Curtailment accounting applles when an event occurs that significantly reduces the expected years of future
service of active plan participants (e.g., a reduction in the work force from a downsizing of operations or plant
closing) or eliminates defined benefits for future services of a signifficant number of plan particlpants {e.g., a
plan termination or suspenslon). FASB Q&A.106, guestion 24, 25 and 30 discuss the differences between a
negative plan amendment and a cuttailment. In particular, Example 3 In the answer to FASB Q&A.106,
question 30 helps distinguish ths limited situation in which curtailment accounting (as contrasted to negative
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ptan amendment accounting) Is appropriate where there has not been a termination of employee SENTCﬁS 03-47B
earller than expected. Attachment AG-1-31
Page 50 of 73

A curtailment is an event separate from a settlement, but in certain situations both may occur. For example, if
an employer settles all or a portion of a defined benefit OPEB obligation, bui the plan or a successor defined
benefit plan continues to provide benefits for future service, a cutailment has generally not occurred, as
benefits refated to future service are not eliminated. However, if the plan is terminated and replaced by a
defined contribution plan, a curtailment as well as a selilement results, as benefits are no longer earmned for
fulure service under a defined banefit plan. Thls may occur during a sale of a portion of a business In which
case lllustration 10 of Appendix C in FAS 1086, par. 502-506 should be followed. (Note: In some cases,
parlicularly when the buyer does not create a successor plan, a sale of a portion of a business will be
accounted for as a curtailment under lilustration 9B of Appendix C in EAS 106, par. 500-501.)

The galn or loss to be recognized from a plan curtailment comprises two elements: (1) the unrecognized prior
service cost or negative prior service cost assoclated with the decline in expecled years of future service; and
{2) the change in the accumulated bensfit obligation, net of applicable actuarial gains or losses. The
combined effect of these measurements — the net gain or net loss — dictates the timing of recognition. Both
the APBO and plan assets are remeasured before effecting curtailment accounting.

A net curtailment loss is recorded when il is probable that a curtailment will occur and the amount of the
curtailment loss is reasonably eslimable. A net curtailment gain is defemred until realized (i.e., upon
termination of benefits or employees).

Judgment will be required in determining what conslitutes a significant portion of expected years of future
service and a significant number of plan participants; FAS 106 and FASB Q8A.106 do not provide quantitative
guidelines. Absent other considerations, we belleve that a 10 percent or greater reduction wouid be
significant, while a reduction of 5 percent or less would not. Reduclions between 5 and 10 percent should ba
evaluated based on specific facts and circumstances. Whatever quantitative threshold [s determined to be
significant, we belleve that such a praciice should be followed on all subsequent curlaliments wilh similar
circumstances. Judgment will also be required when assessing the facts and circumstances of layoffs
expecled lo be temporary. A curtailment occurs when it is no longer probable that specific employees will be
rehired. For example, if workers are furloughed for a period of months and others are hired lo replace them, a
curtailment has occurred. However, if the employer has not replaced the workers, and based on present
intentions it is reasonable to expect lhe furloughed employees to return to the employer's work force, a
curtailment has not occurred.

Prior Service Cost Recoanized in a Curailment

Unrecognized prior service cost for purposes of curtallment accounting comprises the unamortized cost of
amendments subsequent {o transition and any remaining transition obligation. When the work force has been
raduced or the accrual of benefits for some or all future services has been eliminated, the employer will not
realize all of the expected future economic benefits of prior service cost over future perfods. Consequently the
prior service cost relating to the affected employees and the ¢hange In the accumulated postretirement benefit
obligation is recognized immediately.

The unrecegnized prior service cost to be recognized is computed as follows:

Reduclion in expected years of future Unrecognized prior

service X service cost
Expected years of future service prior {including transition
lo curtailment cbligation)

The above calculation is performed separately for any transition obligation and each plan amendment, based
on those employeas active at the date of ransition and at the date of each plan amendment. In calculating the
percentage reduction in expected years of future service related to any transition obligation, the expected
years of future service through the retirement date is used. For plan amendments, expected years of future
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service to the full eligibility date is used. These periods are consistent with the periods over whicIA he 03-47B

{ransition obligation and prior service cost are generally amorlized. achment AG-1-31
Page 51 of 73

APBO Changse Recognized in a Curtailment

A curtailmenl may cause the APBO lo decrease (a gain) or increase {a loss). Fer example, an OPEB
obligation based on employees' projected final compensation levels normally will be reduced if employees’
services are terminated earller than had been expected (a curlailment galn). On the other hand, if employees’
services are terminaled and lhe acceplance rate for early retirement benefits provided by the plan exceeds
eslimaled rates of acceplance prior to the curlailment, and if such benefits are not actuarially reduced, the
APBO will increase since there will be an increase in the present value of the benefit payments {(a curtailment
loss). (Nole: The accounting would be different if a negative plan amendment caused the reduction in the
APBO and also simultaneously caused a curtailment.)

A curtailment gain or loss resulling from a change in the APBO must be reduced by any unrecognized net
actuarial loss or galn before being recognized. The theory behind this offsstting is that the portion of the
APBO being eliminated or created by the curtailment may not have been fully recognized in net periodic OPEB
cost. For example, part of the obligation may have arisen from changes in actuarial assumptions not yet fully
amorlized. Thus, the curtailment gain or loss Is first reduced by any unrecognized actuarial loss or gain. Four
potential scenarios and the related net gain or loss te be recognized follow:

- The APBO decreases, resulting in a curlailment gain. A net unrecognized actuanal loss exists at the date
of curtailment. The excess, if any, of the curtailment gain over the unrecognlzed actuarial loss is
recognized along with the acceleration of prier service cost.

- The APBOQ decreases, resulting in a curtailment gain. A net unrecognized actuarlal gain (including any
remaining transition asset) exists at the date of curtailment. No offsetting Is required; the full curtailment
galn is recognized along wilh the acceleration of prior service cost.

- The APBQ increases, resulling in a curtailment loss. A net unrecognized acluarial gain exists at ihe date
of curtailment. The excess, if any, of the curtailment loss over the unrecognized actuarial gain is
recognized along with the acceleration of prior service cost.

- The APBO increases, resulting in a curtailment loss, A net unrecognized actuarial loss exists at the date
of curlallment. No offsetting is required; the full curtailment loss is recognized along wilh the acceleration
of prior service cost.

Note that the net unrecognized actuarial loss or galn applied to reduce the curtaliment gain or loss relates to
ihe plan as a whole, while the curlailment may represent the reduction in expected fulure years of service of
only a portlon of the entire plan service years or the parlicipants. FAS 106 requires lhe use of the entlire
actuarial loss or gain because of the unceriainty regarding the origin of those amounis. Thatls, an

portion of the net actuarial gain or loss relates to the portion of the APBO being curtalled, theraby not
permitting specific or proportionate offsetting.

.73 Combined Seftlement and Curtailmant

When a related series of transactions involves bolh a partial settlement and a curtaitment, and the
accurnulated postretirement benefit obligation changes as a result of the curtailment, gain or [oss recognition
may differ depending upon the order of applying settlement and curtallment accounting. This Is because the
pro rata factor for determining sellement gain or loss recognition is based upon the portion of the
presetliement APBO seltled. For example, assume the APBO before effecting settiement and curtailment
accounting is $2,000,000. The curtailment causes a $200,000 reduction in the APBO, and bensfits of
$1,200,000 are seltled, if curtailment accounting is effected first, 67% ($1,200,000/$1,800,000) of the net gain
or loss would be recognized on settlement. If the seftlement is recorded first, 60% ($1,200,000/$2,000,000) of
the net galn or loss would be recognized. If the plan were in a $450,000 net gain position, ihe curtailment gain
would be $200,000 (the reduction in the APBO) in either case; howsaver, the setlement gain would be
$300,000 (67% of $450,000) if the curtailment were recorded first, and $270,000 (60%} if the setlement were
recorded first.

http://www.pwccomperio.com/search97cgi/s97is englishx.dll 07/22/2004
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Q&A 88 slates thal the seleclion of the event to be recognized is an arbitrary decision and that néi

superior to the other. We belleve the curtailment decislon would generally precede the settiement decisiér@de 52 of 73
consequently, we believe that curtailment accounting should preferably be effacted before setlement when

both arise as a result of a related series of transactlions (ARM 4270.44). The FASB staff indlcated that once

an approach has been selected, it should be consistently followed.

The order of recording curtailment and setttement events is not specified by FAS 106. However, gﬁSB! A%S._'ﬁg?

.74 Termination Benefits

FAS 106 requires that postrelirement benefits offered as "special” or "contraciual” termination benefits be
accounted for pursuant to FAS 88, "Employers’ Accounting for Settlements and Curtailments of Defined
Benefit Pension Plans and for Termination Benefits” (see ARM 4270.45). The accounting recognition for the
two lypes of lermination benefit arangements Is triggered at different times. Accounting recognition of special
termination benefils is based on employee acceplance; contractual termination benefits are recognized based
nature of the two events wairants different treatment. In the case of special lermination benefits, it is the
employees, not the employer, who elect termination, and no obligation arises until the employees make that
electlon. However, an employer is legally bound {0 pay contractual termination benefits whenever the
specified event oceurs, and the benefits should be accrued when the declsion causing the event is made,
Termination benefits often, but not always, arise in cannection with a plan curlailment; for example, a
substantial reduction in the work force due to a restructuring or plant closing. Hlustration 11 of Appendix C in
FAS 108, par. 507-511 provides an example of accounting for special termination benefits in connection with a
plan curtailment.

The liability and cost for special termination benefits offered through an OPEB plan Is calculated as the
difference in the APBO with and without consideration of those benefits. For this purpose, the APBO is
calculaled for employees accepting the special benefits assuming: (1) those who are active employees not yet
eligible for benefils would terminate at thelr full ellglbilily date; and (2) those who are fully eligible plan
participants would retire immediately. FASB Q&A.106, question 48 provides an example of accounting for
special termination benefits in connection with an early termination.

There may be siluations where a special termination benefit offer extends beyond the end of a reperiing
pericd. Acceptances through the period end should be recorded as a termination Hability; the contingent
liability for offers slill outstanding should be disclosed, if significant, pursuant to FAS 5.

There may also be situalions where, in conneclicn with a curtailment, employess elect either a cash
severanca package or a special termination benefit. For example, employees may be given a choice between
special termination benefils with an estimated present value of $10,000 or a cash payment of $8,000. Since it
is clear that the emplayer's minimum liability is $8,000 per terminaling employee, the loss provision should be
recorded on lhat basis as part of the curtailment. If employees elect the higher benefit, the additlonal $2,000
would be provided.

FAS 146, "Accounting for Costs Associated with Exit or Disposal Activities,” is effective for exit or disposal
activitles initiated after Dacember 31, 2002. Although it prescribes the accounting for one-time termination
benefits, which it defines as banefits that are established by a plan of temnination that applies for a specified
lermination event or for a specified future period, FAS 146 does not amend the accounting for termination
banefils paid through a preexisting plan, including contractual termination OPEB benefits currently accounted
for under FAS 106. Refer to ARM 1086 and ARM 4390 for more delailed discussion of FAS 146.

.75 Settlement, Curtailment and Termination Benefits as Part of a Disposal of a Component of an
Entity

For a detailed dlscussion of the reporting considerations for setiement, curtailment and termination benefits
related to a disposal of a component of an entity, refer to ARM 4270.46.

.8 FAS 106 AND BUSINESS COMBINATIONS
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FAS 106 effectively requires that when accounting for a2 purchase business combination, the assignment of 03-47B
purchase price must include an obligalion (or asset) related lo any assumed single-employer deh‘ﬁ&dﬁgmm AG-1-31
QOPEB plan. An OPEB obligation is recorded for the excess of the assumed accumulated p(::s‘.tretiremenf’ﬁge 53 0f 73
benefit obligation over the fair value of plan assels, or an asset is recorded for the excess of the fair value of

plan assels over lhe assumed obligation, all measured at the date the purchase Is consummated.

In recording the assumed net obligation {or asset) the accumulated postretirement benefit obligation and the
plan assets should be measured at the acquisition date using current assumptions (determined by the
acquiror) and the terms of the substantive plan te be provided by the acquiror. For example, the measurement
would reflect the acqulror's Intentlons regarding the plan {including termination, suspension and reduetion of
benefits} and the acquired operations, including reductions in the waork force and plant closings.

In situalions where the acquiror grants credit for prior service to employees of the acquiree solefy as a
condilion of the acquisition, the increase in the obligation related to such credit would be considered a cost of
the acquisitfon. Otherwise, the increased benefils would be accounted for as a plan amendment, amortized

a delayed basis in accordance with the requirements for prior service cost recognition. If acquired employees
will receive reduced, Instead of increased, benefits under the acquiring company’s pension plan versus what
they would have received under the acquired company’s plan, the same guidance would apply. That s,
whether the effects of the change in benefits should be reflected in Lhe purchase price allocation depends on
whether the change in benefits oceurs as a condition of the acquisition, not whether the change results in an
increase or decrease in benefits.

For a multiemployer plan, an estimated withdrawal lability is recorded only if it is prebable that the enterprise
will withdraw from the plan.

Refer to ARM 4270.38 for a discussion of (1) EITF 96-5, "Recognition of Liabilities for Contraclual Termination
Benefits or Changing Benefit Plan Assumptions in Anticipation of a Business Combination,” (2} the accounting
trealment in the event of reimbursement by the seller of payments by the buyer 'o retired parlicipants, (3) the
accounling trealment when a venturer purchases lts co-venturer's interest and as a congition of the purchase
assumes responsibility for the benefit obligation, and {4) the accounting treatment when enhanced benefits are
offered as part of a voluntary termination program, which is not contingent upon the acqulsition.

.9 MANAGEMENT'S DISCUSSION AND ANALYSIS

Sorne companies have made substantial changes to thelr postretirement benefit plans that could have a
material impact an the results of operations and cash flows of those companies. The changing values in the
stock markels, and changes In interest rates and healthcare cost frend rates can also have a material impact
on a company’s postretirement benefit plan, including the cost and funding requirements of the pfan. The SEC
staff believes that such evenis should be discussed in Management’s Discussion and Analysis {(MD&A) in
accordance with |tem 303 of Regulation S-K and Financlal Reporting Codification Section 501 (SEC FRP 501
(see SEC 4930)).

SEC FRP 501 requires that a company address in MDA known trends or uncertalnties that will have a
material impact on income, liquidity, or capital resources. The staff belleves that if it is reasonably likely that
certain even!s will oceur and those events could have a materlal impact on a company’s financial resuits, this
fact should be disclosed in MD&A.

The folfowing events also may warrant disclosure in the MD&A:
- Achange in the compositicn of the beneflts package,

- Achange In the assumptions used that will likely result it a higher OPEB expense in the next fiscal year
(e.g., alower assumed rate of retum on plan assets, alower discount rate, or a higher healih care cost
trend rate),
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- The amount of unrecognized losses on plan assels and the eslimated effect of lhose losses on fulufe@ge 54 of 73
OPEB expense,

- Expected higher funding requirements,

- How the registrant determines various assumptions (including the source of dala used to delermine those
assumptions) and how those assumptions could influence the registrant’s results of operations and
financial position, and

- Howthe registrant's financial statements have been impacted by changes in assumptions and or by
changes in the current economic environment,

Refer to ARM 4270.9 for a further discussion of the types of matters the SEC staiff expecls registrants to
address in their MD&A [nvolving the expected long-term rate of return on plan assets.
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March 1, 2004

PricewaterhonseCoopers LLP
One Intemational Place
Boston, MA 02110

We are providing this letfer in connection with your audits of the consolidated financial
statements of NSTAR (the “Company”) as of December 31, 2003 and 2002 and for each of the
three years in the period ended December 31, 2003 for the purpose of expressing an opinion as to
whether such consolidated financial statements present fairly, in all material respects, the
financial position, results of operations, and cash flows of NSTAR in conformity with accounting
principles generally accepted in the United States of America. We confirm that we are
responsible for the fair presentation in the consolidated financial statements of financial position,
results of operations, and cash flows in conformity with generally accepted accounting principles.

Certain representations in this letter are described as being limited to those matters that are
material. Itemns are considered material, regardless of size, if they involve an omission or
misstatement of accounting information that, in the light of surrounding circumstances, makes it
probable that the judgment of a reasonable person relying on the information would have been
changed or influenced by the omission or misstatement.

We confirm, to the best of our knowledge and belief, as of January 20, 2004, the date of your
report, the following representations made to you during your audit:

1. The consolidated financial statements referred to above are fairly presented in conformity
with accounting principles generally accepted in the United States of America, and
include all disclosures necessary for such fair presentation and disclosures otherwise
required to be included therein by the laws and regulations to which the Company is
subject.

2. We have made available to you all:
a, Financial records and related data.
b. Minutes of the meetings of stockholders, trustees, directors, and committees of

directors, or summaries of actions of recent meetings for which minutes have not
yet been prepared. The most recent meetings held were: January 22, 2004.
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There have been no communications from regulatory agencies concemning nonfdiapheeet AG-1-31
with or deficiencies in financial reporting practices. Page 56 of 73

There are no material transactions, agreements or accounts that have not been properly
recorded in the accounting records underlying the consolidated financial statements.

The effects of the uncorrected financial statements differences summarnized in the
accompanying schedule are immaterial, both individually and in the aggregate, to the
financial statements taken as a whole.

Receivables recorded in the consolidated financial statements represent bona fide claims
against debtors for sales or other charges arising on or before the balance sheet dates and
are not subject to discount except for normal cash discounts. Receivables classified as
current do not include any material amounts which are collectible after one year. All
receivables have been appropriately reduced to their estimated net realizable value.

Inventories recorded in the consolidated financial statements are stated at the lower of
cost or market, cost being determined on the basis of average cost, and due provision was
made to reduce all slow-moving, obsolete, or unusable inventories to their estimated
useful or scrap values. Inventory quantities at the balance sheet dates were determined
from physical counts or from the Company's perpetual inventory records, which have
been adjusted on the basis of physical inventories taken by competent employees at
various times during the year. Liabilities for amounts unpaid are recorded for all items
included in inventories at balance sheet dates.

All liabilities of the Company of which we are aware are included in the consolidated
financial statements at the balance sheet dates. There are no other liabilities or gain or
loss contingencies that are required to be accrued or disclosed by Financial Accounting
Standards Board (FASB) Statement No. 5, Accounting for Contingencies, and no
unasserted claims or assessments that our legal counsel has advised us are probable of
assertion and required to be disclosed in accordance with that Statement.

Additionally, the provisions for management incentive compensation (“The 2003 NSTAR
Incentive Plan for Non-Represented Employees’™) and self-insurance reserves represent
management’s best estimates of the amounts that will be paid under these plans.

There are no significant deficiencies, including material weaknesses, in the design or
operation of internal control over financial reporting that are reasonably likely to
adversely affect the Company’s ability to record, process, summarize and report financial
data. (We understand the term *“material weaknesses” to mean those matters described in
Statement of Auditing Standards No. 60.)

We acknowledge our responsibility for the design and implementation of programs and
controls to provide reasonable assurance that frand is prevented and detected.
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11. We have no knowledge of any fraud or suspected fraud affecting the Company involving:
a. Management,

b. Employees who have significant roles in internal control over financial reporting,
or

c. Others where the fraud could have a material effect on the consolidated financial
statements.

12. We have no knowledge of any allegations of fraud or suspected fraud affecting the
Company received in communications from employees, former employees, analysts,
regulators, short sellers, or others,

13. (As to items 10, 11 and 12, we understand the term "fraud” to mean those matters
described in Statement on Auditing Standards No. 99.)

14. There have been no violations or possible violations of laws or regulations whose effects
should be considered for disclosure in the consolidated financial statements or as a basis
for recording a loss contingency.

15. The Company has no plans or intentions that may materially affect the carrying value or
classification of assets and liabilities. The classification of debt at December 31, 2003 s
consistent with management’s intent and ability to refinance such debt.

16. The following, if material, have been properly recorded or disclosed in the consclidated
financial statements:

a. Related-party transactions, including sales, purchases, loans, transfers, leasing
arrangements, and guarantees, and amounts receivable from or payable to related
parties. (We understand the term "related party” to include those entities
described in Statement on Auditing Standards No. 45, footnote 1.)

b. Guarantees, whether written or oral, under which the Company is contingently
liable.

c. Significant estimates and material concentrations known to mamagement that are
required to be disclosed in accordance with the AICPA's Statement of Position 94-
6, Disclosure of Certain Significant Risks and Uncertainties. (Significant
estimates are estimates at the balance sheet date that could change matenially
within the next year. Concentrations refer to volumes of business, revenues,
available sources of supply, or markets or geographic areas for which events could
occur that would significantly disrupt normal finances within the next year.)
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d. Subsequent events, other than those recorded in the accompanying schedule of 29¢ 58 of 73
unadjusted financial statement differences.

17. The Cornpany has satisfactory title to all owned assets, and there are no liens or
encumbrances on such assets nor has any asset been pledged as collateral, except as
disclosed in the consolidated financial statements. Additionally,

a. The Company's setoff on the consolidated financial statements of cash payments
and debt related to BEC Funding LLC is appropriate within the terms of the note
indenture and in accordance with FIN 39, Offsetting of Amounts Related to
Certain Contracts an interpretation of APB Opinion No. 10 and FASB Statement
No. 105 (FIN 39).

b. The Company has appropriately classified its cash balances unrelated to BEC
Funding LL.C in accordance with FIN 39.

18. The Company has complied with all aspects of contractual agreements that would have a
material effect on the consolidated financial statements in the event of noncompliance.

19. The Company has appropriately reconciled its books and records (e.g., general ledger
accotnts) underlying the consolidated financial statements to their related supporting
information (¢.g., sub ledger or third-party data). Allrelated reconciling items considered
to be material were identified and included on the reconciliations and were appropriately
adjusted in the consolidated financial statements. There were no material unreconciled
differences or material general ledger suspense account items that should have been
adjusted or reclassified to another account balance. There were no material general
ledger suspense account items written off to a balance sheet account, which should have
been written off to an income statement account and vice versa. All consolidating entries
have been properly recorded. All intracompany and intercompany accounts have been
eliminated or appropriately measured and considered for disclosure in the consolidated
financial statements.

20. The unaudited interim financial information has been prepared and presented in
conformity with accounting principles generally accepted in the United States of America
applicable to interim financial information and with Item 302(a) of Regulation S-K. The
unaudited quarterly financial information for the year ended December 31, 2003 also has
been prepared on a basis consistent with the corresponding interim periods in the year
ended December 31, 2002 and, to the degree appropriate, with the consolidated financial
statements for the years ended December 31, 2003 and 2002. The unaudited interim
financial information for the three months ended December 31, 2003 and 2002 does not
include any material amount of year-end adjustments that have not been disclosed or any
material amounts that should have been included in earlier interim periods of the
respective fiscal years.
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21. The Company does not have outstanding a past-due share of its accounting supptrefgent AG-1-31
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22. The Hlability for federal income taxes reflected in the balance sheet is adequate to cover
any additional assessments resufting from examinations already made, or from those
expected to be made by the Internal Revenue Service.

23. Through December 31, 2003 amounts have been accrued related to legal and hazardous
waste exposures. We do not believe that any potential additional costs in excess of the
accrued amounts associated with these exposures will have a material adverse effect
(reduction of more than 10%) on common equity.

24. The financial statements disclose all information about the Company’s operating
segments, their products and services, the geographic areas in which they operate and
their major customers as required by FASB No. 131, Disclosures about Segments of an
Enterprise and Related Information.

25. The equity method is used to account for the Company’s investment in the common stock
of Hydro-Quebec, Connecticut Yankee, Yankee Atomic, Vermont Yankee, and Maine
Yankee because the Cornpany has the ability to exercise significant influence over
operating and financial policies of the entities, All balances related to these investments
are probable of future recovery.

26. All deferred costs (regulatory assets) recorded as of December 31, 2003 are probable of
future recovery and are in accordance with the recognition criteria of FASB No. 71,
Accounting for the Effects of Certain Types of Regulation.

¢ actnarial assumptions and methods used to measure liabilities and costs for financial
accounting purposes for pension and other postretirement benefits are appropriate in the
circumstances,

a. The narrative descriptions of (a) investment policies and strategies, including the
target allocation percentages or range of percentages for each major category of
plan assets, and (b) the basis used to determine the overall expected long-term rate
of return on assets assumption, represent an accurate description of the processes
used by management to make investment decisions and to determine the overall
expected long term rate of return on assets.

b. The amount used for disclosure purposes of employer contributions expected to
be paid to the benefit plans during the next fiscal year of approximately $63
million represents management’s best estimate at December 31, 2003.

28. The Company is not aware of any material accounts receivable cancellations subsequent
to January 1, 2003, through the date of this letter that should be reflected in 2003.
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29. The Company believes that all amounts currently recorded as goodwill on the Bdfassdnent AG-1-31
sheets are recoverable from customers. We also have reviewed goodwill and indefinite2d€ 80 of 73

lived intangibles for impairment in accordance with FASB Statement No. 142, Goodwill
and Other Intangible Assets, and have appropriately recorded adjustments to the carrying
value of these assets based on the results of the impairment tests. As of December 31,
2003, no adjustment was required.

30. In accordance with FASB Statement No. 144, Accounting for the Impairment or Disposal
of Long-Lived Assets, we have assessed the carrying value, as of December 31, 2003, of
fiber optic networks for impairment including its best estimate of probability factors and
future cash flows. Management believes that no impairment occurred with its wholesale
fiber optics network business as of December 31, 2003.

31. We have adopted FASB Statement No. 133, Accounting for Derivative Instruments and
Hedging Activities as amended by FASB Statement No. 138 and No. 149 and interpreted
by Denvatives Implementation Group issues (together, “FAS 133™) as of January 1, 2001.

a. We have adeqgnately disclosed each significant concentration of credit nisk arising
from all financial instruments whether from an individual counterparty or groups
of counterparties in accordance with FASB Statement No. 107, Disclosures about
Fair Value of Financial Instruments, as amended by FAS 133.

b. We have evaluated the contracts into which we have entered to determine whether
any such contracts are in effect hybrid instruments that contain embedded
derivative instruments. For those embedded denvative instruments that (1)
possess economic characteristics that are not clearly and closely related to the host
contract and (2) meet the definition of a derivative instrument when considered on
a stand-alone basis, we have bifurcated the embedded derivative instrument and
accounted for it separately at fair value pursuant to the provisions of FAS 133.

c. AsofDecember 31, 2003, management provided its best estimate of values of the
Mass Power, Dartmouth, and Altresco contracts based on expected future cash
flows, assumptions regarding GNP, forward prices for electricity and
appropriateness of discount rate. Management represents that this above market
power contract liability will be fully recovered from customers through the
Company’s variable transition rate.

d. We have evaluated all contracts and financial instruments to determine whether
these meet the definition of a derivative under FAS 133 paragraphs 6-11 and the
related Derivatives Implementation Group issues. We have designated certain
contracts that meet the definition of a derivative as normal purchases and normal
sales under paragraph 10(b) and as a result these are not required to be accounted
for as derivatives under FAS 133. We believe that (1) it is probable that these
contracts will resnit in physical delivery, (2) the quantities in these contracts are
expected to be used or sold over a reasonable period in the normal course of
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denominated in currencies that meet the criteria in paragraph 15(a) through 15(d).

32. The Company has reviewed tangible long-lived assets, operating lease agreements that
contain return provisions that require the jeased assets to be returned in the same
condition that existed at lease inception (i.e., the agreement requires the removal of any
leasehold improvements at the end of the lease term) and other agreements for associated
asset retirement obligations (AROs), and have recognized related liabilities where
required, in accordance with FASB Statement No. 143, Accounting for Asset Retirement
Obligations (FAS 143).

The methods and assumptions used to measure the fair value of recorded AROs are
appropriate and reasonable under the circurnstances and utilize the best available
information. Additionally, the methods and assumptions used to measure the amount of
removal costs that are not AROs within the scope of FAS 143 are appropriate and
reasonable under the circumstances and utilize the best available information.

33. The Company has adopted and applied the relevant provisions of FASB Interprefation
No. 46 (FIN 46), Consolidation of Variable Interest Entities or FASB Interpretation No.
46R (revised December 2003) (FIN 46R), Consolidation of Variable Interest Entities, and
related FASB Staff Positions (FSPs) for all variable interest entities (VIEs) created after
January 31, 2003, and special-purpose entities (SPEs) created prior to February 1, 2003.
In this process the Company has properly:

a. Identified variable interest(s) curren!fy held in entities and determined whether the
entity is a variable interest entity including reconsideration as described in
paragraph 7. In making this determination for BEC Funding LLC, it was
determined that the future collection of transition securitization revenues is
sufficiently assured to assert that there are no expected losses that would be borne
by the certificate holders.

b. Complied with the disclosures requirements in paragraph 24 of FIN 46 or FIN
46R regarding VIEs that are not consclidated by the Company, but which the
Company holds a significant variable interest.

34. The Company does not have the right of offset between the bank accounts held by
NSTAR Electric and Gas, and therefore, the Company bas reclassified only general ledger
cash balances to short term liabilities where the book balances are less than zero
individually, and not for all balances with the same banking institution.

35. In accordance with the Company’s policy for uncertain tax positions, the Company has
recorded a long term liability for the potential disallowance of tax deductions associated
with the abandonment of its RCN investment. The Company belicves that the realization
of these deductions for tax purposes is less than probable.
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36. We have provided you with information related to all significant income tax uncertaiftpge 62 of 73
with which we are aware. We have also provided you with access to all opinions and
analyses provide by outside advisors that relate to positions we have taken in regard to
significant income tax matters.

37. The Company does not currently have the ability to refinance its 7.80% debentures due
March 15, 2023 that will be called for redempticn subsequent to December 31, 2003.
Because the Company currently does not meet the requirements of SEAS 6, Classificafion
of Short-Term Obligations Expecied to Be Refinanced, an amendment of ARB No. 43, this
debt has been appropriately classified as short term in the consolidated financial
statements.

To the best of our knowledge and belief, no events have occurred subsequent to the balance sheet
date and throngh the date of this Ietter that would require adjustment to or disclosure in the
aforementioned consolidated financial statements.

/Ri\wm&L

Robert J. Weafer, Jr.
Vice President, Controller, Chmf Accounting Officer

Chairman, President and Chi f xecutive Officer
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November 7, 2003

PricewaterhouseCoopers LLP
One Intemational Place -
Boston, MA 02110 -

We are providing this letter in connection with your review of the condensed
consolidated balance sheet of NSTAR and its subsidiaries (the “Company”} as of
September 30, 2003, and the related condensed consolidated statements of
income, comprehensive income, and retained eamings for each of the three-
month and nine-month periods ended September 30, 2003 and September 30,
2002 and the condensed consolidated statements of cash flows for the nine-
month periods ended September 30, 2003 and September 30, 2002 for the
purpose of determining whether any material modifications should be made to
the condensed consolidated interim financial statements for them to conform with
accounting principles generally accepted in the United States of America. We
confirm that we are responsible for the fair presentation of the condensed
consolidated interim financial statements contained in the Company’'s Quarteriy
Report on Form 10-Q for the quarter ended September 30, 2003 in conformity
with generally accepted accounting principles.

Certain representations in this letter are described as being limited to matters
that are material. kems are considered material, regardless of size, if they involve
an omission or misstatement of accounting information that, in the light of
surrounding circumstances, makes it probable that the judgment of a reasonable
person relying on the information would be changed or influenced by the
omission or misstatement.

We confirm, to the best of our knowledge and belief, as of November 7, 2003, the
following representations made to you during your review:

1. The condensed consolidated interim financlal statements referred to above
have been prepared and presented in conformity with generally accepted
accounting principles applicable fo interim financial information and on a basis
consistent with the corresponding interim periods ended September 30, 2002
and, to the degree appropriate, with the audited financial statements for the
year ended December 31, 2002.

2. We have made available to you:
a. Alifinancial records and related data.

b. All minutes of the meetings of stockholders, directors, and committees of
directors, or summaries of actions of recent meetings for which minutes
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. There are no significant deficiencies, including material weaknesses, in the
design or operation of intermal control over financial reporting that are
reasonably likely to adversely affect the company’s ability to record, process,
summarize, and report interim financial data.

. We acknowledge our responsibility for the design and implementation of
programs and controls to prevent and detect fraud.

. We have no knowledge of any fraud or suspected fraud affecting the
company involving:

a. Management;

b. Employees who have significant roles in intemal control over financial
reporting; or

c. Others where the fraud could have a material effect on the interim
financial information.

. We have no knowledge of any allegations of fraud or suspected fraud
affecting the company in communications from employees, former
employees, analysts, regulators, short sellers, or others.

. We have reviewed our representation letter to you, dated March 17, 20083,
with respect to the audited financial statements for the year ended December
31, 2002. We now confirm those representations 1 through 37, which, to the
degree appropriate, apply to the interim financial statements referred to
above, and incorporate them herein, with the following changes:

Representation 33 is modified by appending the following: Management has
determined that the ARO for NSTAR Gas is immaterial to the financial
statements of NSTAR and NSTAR Gas taken as a whole. We confirm that:

a. Itis probable that, subject to the estimates inherent in establishing this
liability, the amounts accrued for profit margin and market-risk premium
imbedded in this ARO will be spent; and

b. NSTAR Gas is currently collecting equivalent costs from ratepayers, and it
is probable that the amounts accrued for profit margin and market-risk
premium imbedded in this ARO will be fully recovered from ratepayers.
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the interim balance sheet date and through the date of this letter that would
require adjustment to or disclosure in the aforementioned condensed
consolidated interim financial statements.

Robert J."Weafer, Jr
Vice President, Controller, Chief Accounting
Officer

e ‘AL -

Jares J. Jud
ior Vice President, Treasurer and Chief

Financial Officer
MM;

Themas J. Ma
Chairman of Board and Ghyef Executive Officer
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March 17, 2003

PricewatethouseCoopers LLP
One Intemational Place
Boston, MA 02110

We are providing this letter in connection with your audits of the consolidated financial
statements of NSTAR (the “Company™) as of December 31, 2002 and 2001 and for the years
then ended for the purpose of expressing an opinion as to whether such consolidated financial
statements present fairly, in all material respects, the financial position, results of operations, and
cash flows of NSTAR in conformity with accounting principles generally accepted in the United
States of America. We confirm that we are responsible for the fair presentation in the
consolidated financial statements of financial position, results of operations, and cash flows in
conformity with generally accepted accounting principles.

Certain representations in this letter are described as being limited to those matters that are
material. Items are considered material, regardless of size, if they involve an omission or
misstatement of accounting information that, in the light of surrounding circumstances, makes it
probable that the judgment of a reasonable person relying on the information would have been
changed or influenced by the omission or misstatement.

We confirm, to the best of our knowledge and belief, as of January 22, 2003 the date of your
report, the following representations made to you during your audit:

1.  The consolidated financial statements referred to ebove are fairly presented in conformity
with accounting principles generatly accepted in the United States of America, and include
all disclosures necessary for such fair presentation and disclosures otherwise required to be
included therein by the laws and regulations to which the Company is subject.

2.  Wehave made available to you ali:
a.  Financial records and related data.
b. Minutes of the meetings of stockholders, directors, and committees of directors, or
summaries of actions of recent meetings for which minutes have not yet been
prepared. The most recent meetings held were: January 23, 2003.

3.  There have been no communications from regulatory agencies concerning noncompliance
with or deficiencies in financial reporting practices.
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4. There are no material fransactions, agreements or accounts that have not been properly
recorded in the accounting records underlying the consolidated financial statements.

5. The effects of the uncorrected financial statements misstatements summarized in the
accompanying schedule are immaterial, both individually and in the aggregate, to the
financial statements taken as a whole.

6. Receivables recorded in the consolidated financial statements represent bona fide claims
against debtors for sales or other charges arising on or before the balance sheet dates and
are not subject to discount excépt for normal cash discounts. Receivables classified as
current do not include any material amounts, which are collectible after one year. All
receivables have been appropriately reduced to their estimated net realizable value.

7. Inventories recorded in the consolidated financial statements are stated at the lower of cost
or market, and due provision was made to reduce all slow-moving, obsolete, or unusable
inventories to their estimated useful or scrap values. Inventory quantities at the balance
sheet dates were determined from physical counts or from the Company’s perpetual
inventory records, which have been adjusted on the basis of physical inventories taken by
competent employees at various times during the year.

8 Al liabilities of the Company of which we are aware are included in the consolidated
financial statements at the balance sheet dates. There are no other liabilities or gain or loss
contingencies that are required to be accrued or disclosed by Financial Accounting
Standards Board (FASB) Statement No. 5, Accounting for Contingencies, and no
unasserted claims or assessments that our legal counsel has advised us are probable of
assertion and required to be disclosed in accordance with that Statement.

9. There are no significant deficiencies, including material weaknesses, in the design or
operation of internal controls, which could adversely affect the Company’s ability to

record, process, summarize and report financial data.

10. We acknowledge our responsibility for the design and implementation of programs and
controls to prevent and detect fraud. .

11. We have no knowledge of any fraud or suspected fraud affecting the entity involving:
a. Management,
b. Employees who have significant roles in internal control, or

¢. Others where the fraud gould have a‘'material effect on the consolidated financial
statements. "
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12. We have no knowledge of any allegations of fraud or suspected fraud affecting the entity
received in communications from employees, former employees, analysts, regulators, short
sellers, or others.

13. (As to items 10, 11. and 12. we understand the term "fraud” to mean those matters
described in Statement on Auditing Standards No. 99.)

14, There have been no violations or possible violations of laws or regulations whose effects
should be considered for disclosure in the consolidated financial statements or as a basis
for recording a loss contingency.

15. The Company has no plans or intentions that may materially affect the carrying value or
classification of assets and liabilities.

16. The following, if material, have been properly recorded or disclosed in the consolidated
financial statements:

a. Related-party transactions, including sales, purchases, loans, transfers, leasing
armangements, and guarantees, and amounts receivable from or payable to related
parties. (We understand the term "related party” to include those entities described
in Statement on Auditing Standards No. 45, footnote 1.)

b.  Guarantees, whether written or oral, under which the Company is contingently
liable.

¢.  Significant estimates and niaterial concentrations known to management that is
required to be disclosed in accordance with the AICPA's Statement of Position 94-6,
Disclosure of Certain Significant Risks and Uncertainties. (Significant estimates
are estimates at the balance sheet date that could change materially within the next
year. Concentrations refer to volumes of business, revenues, available sources of
supply, or markets or geographic areas for which events could occur that would
significantly disrupt normal finances within the next year.)

17. The Company has satisfactory title to all owned assets, and there are no liens or
encumbrances on material assets nor has any asset been pledged as collateral, except as
disclosed in the consolidated financial statements.

18. The Company has complied with all aspects of contractual agreements that would have a
material effect on the consolidated financial statements in the event of noncompliance,

19. The unaudited interim financial information has been prepared and presented in conformity
with accounting principles generally accepted in the United States of America applicable to
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interim financial information and with Ilem 302(a) of Regulation S-K. The unaudited

quarterly financial information for the year ended December 31, 2002 also has been
prepared on a basis consistent with the comresponding interim periods in the year ended
December 31, 2001 and, to the degree appropriate, with the consolidated financial
statements for the years ended December 31, 2002 and 2001. The vunaudited interim
financial information for the three months ended December 31, 2002 and 2001 does not
include any material amount of year-end adjustments that have not been disclosed or any
material amountis that should have been included in earlier interim periods of the respective
fiscal years. '

20. The Company believes that it is probable, regardless of the outcome of its discussions with
the Internal Revenue Service, it will be allowed to recover from ratepayers any taxes and
interest paid in connection with the sale of COM/Energy generating assets.

21. The liability for federal income taxes reflected in the balance sheet is adequate to cover any
additional assessments resulting from examinations already made, or from those expected
to be made by the Internal Revenue Service.

22. Through December 31, 2002 adequate amounts have been accrued related to legal and
hazardons waste exposures. We do not believe that any potential additional costs in excess
of the accrued amounts associated with these exposures will have a material adverse effect
(reduction of more than 10%) on common equity.

23. The deferred tax asset valuation allowance has been determined pursuant to the provisions
of FASB Statement No. 109, Accounting for Income Taxes, including the Company's
estimation of future taxable income, if necessary, and is adequate to reduce the total
deferred tax asset to an amount that will, more likely than not, be realized.

24. The financial statements disclose all material information about the Company’s operating
segments, their products and services, the geographic areas in which they operate and their
major customers as required by FASB No. 131, Disclosures about Segments of an
Enterprise and Related Information.

25. The equity method is used to account for our investments in the common stock of Hydro-
Quebec, Connecticut Yankee, Yankee Atomic, Vermont Yankee, and Maine Yankee
because we have the ability to exercise significant influence over operating and financial
policies.

26. All material deferred costs recorded as of December 31, 2002 are probable of future
recovery.

27. The actuarial assumptions and methods used to measure liabilities and costs for financial
accounting purposes for pension and other postretirement benefits are appropriate in the
circumstances.
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28. The Company is not aware of any material accounts receivable cancellations subsequent to
January 1, 2003, through the date of this letter that should be reflected in 2002.

29. The Company believes that all amounts currently recorded as goodwill on the balance
sheets are recoverable from custorners.

30. The Company has adopted and applied the relevant provisions of FASB Statement No.
141, Business Combinations, and FASB Statement No. 142, Goodwill and Other
Intangibles, as of January 1, 2002. In this process the Company has properly:

a.  Determined that no reclassification of intangibles out of the amount(s) previously
reported as goodwill (in accordance with the transition provisions outlined in
paragraph 61(b) of FASB Statement No.141, paragraph 49(b) of SFAS 142, and
EITF Topic D-100, Clarification of Paragraph 61(b) of FASB Statement No. 141
and Paragraph 49(b) of FASB Statement No. 142) was necessary.

b. dentified and established all reporting units, as defined in paragraphs 30 and 31 of
FASB Statement No. 142 and assigned the Company’s assets and labilities,
including goodwill and intangible assets to these reporting units in accordance with
paragraphs 31-35 and 54 of FASB Statement No. 142.

31. We also have reviewed goodwill and indefinite-lived intangibles for impairment in
accordance with FASB Statement No. 142, Goodwill and Other Intangible Assets, and
have appropriately recorded adjustments to the carrying value of these assets based on the
results of the impairment tests.

32. In accordance with FASB Statement No. 144, Accounting for the Impairment or Disposal
of Long-Lived Assels, we have assessed the carrying value, as of December 31, 2002, of
fibre optics networks for impairment including its best estimate of probability factors and
future cash flows. Management believes that no impairment has occurred with any fiber
optics network as of December 31, 2002.

33. We have adopted FASB Statement No. 133, Accounting for Derivative Instruments and
Hedging Activities as amended by FASB Statement No. 138 and interpreted by
Derivatives Implementation Group issues (together, “FAS 133”) as of January 1, 2001.

a.  We have adequately disclosed each significant concentration of credit risk arising
from all financial instrmiments whether from an individual counterparty or groups of
counterparties in accordance with FASB Statement No. 107, Disclosures about Fair
Value of Financial Instruments, as amended by FAS 133.
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‘We have evaluated the contracts into which we have entered to determnine whether

any such contracts are in effect hybrid instruments that contain embedded derivative
instruments. For those embedded derivative instruments that (1) possess economic
characteristics that are not clearly and closely related to the host contract and (2)
meet the definition of a derivative instrument when considered on a stand-alone
basis, we have bifurcated the embedded derivative instrument and accounted for it
separately at fair value pursuant to the provisions of FAS 133, .

As of December 31, 2002, management provided its best estimate of values of the
Mass Power, Dartmouth, and Alresco contracts based on expected fature cash flows,
assumptions regarding GNP, forward prices for electricity and appropriateness of
discount rate. Management represents that it is probable that this above market
power contract Liability will be fully recovered from customers through the
Company’s variable transition rate.

We have evaluated all contracts and financial instruments to determine whether
these meet the definition of a derivative under FAS 133 paragraphs 6-11 and the
related Derivatives Implementation Group issues. We have designated certain
contracts that meet the definition of a denivative as normal purchases and normal
sales under paregraph 10(b) and as a result these are not required to be accounted for
as derivatives under FAS 133. We believe that (1) it is probable that these contracts
will result in physical delivery, (2) the quantities in these contracts are expected to
be used or sold over a reasonable period in the normal course of business, and (3)
these contracts have prices that are based on underlying assumptions that are clearly
and closely related to the assets being sold or purchased and are denominated in
currencies that meet the criteria in paragraph 15(2) or 15(b).

34. The Company has reviewed tangible long-lived assets, operating lease agreements and

35.

other agreements for associated asset retirement obligations (AROs) in accordance with
FASB Statement No. 143, Accounting for Asset Retirement Obligations. The maethods
and assumptions used to measure the fair value of AROs as of January 1, 2003 are
appropriate and reasonable under the circumstances and utilize the best available
information. The Company believes that it has accurately estimated the appropriate
adjustment {o its credit-adjusted risk-free rate to reflect the uncertainty in the timing
and amount of the related cash flows necessary to settle the Company’s AROs.

The Company has no derivative contracts held for trading purposes or other contracts that
would be accounted for in accordance with EITF Issue No. 02-3, Issues Involved in
Accounting for Derivative Contracts Held for Trading Purposes and Contracts Involved in
Energy Trading and Risk Management Activities.

36. The Company has adopted and applied the relevant provisions of FASB Interpretation No.

45, Guarantor's Accounting and Disclosure Requirements for Guarantees, Including
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includes the following:

a.  The nature of the guarantee, includihg the approximate term of the
guarantee.

b. The maximum potential amount of future payments.

¢.  The current carrying amount of the liability for the guarantor’s obligations
under the guarantee, regardless of whether the guarantee is freestanding or
embedded in another contract.

d.  The nature of (1) any recourse provisions that would enable the guarantor to
recover from thixd parties any of the amounts paid under the guarantee and
(2) any assets held either as collateral or by third parties that, upon the
occurrence of any triggering event or condition under the guarantee, the
puarantor can obtain and Kquidate to recover all or a portion of the amounts
paid under the guarsntee. The guarantor shall indicate, if estimable, the
approximate extent to which the proceeds from liquidation of those assets
would be expected to cover the maximum potential amount of future
payments under the guarantee.

37. On November 27, 2002, the Company filed a request for an accounting order with the
MDTE to authorize an accounting practice whereby the Company would be allowed,
unless otherwise ordered by the MDTE, to defer, and record as a regulatory asset, the
amount of its current and future additional minimum pension liability to reflect the
Company’s ability to recover these costs in rates over time. The request further specified
that a specific recovery mechanism to recover the deferred pension costs would be
proposed in an upcoming rate case proceeding. On December 20, 2002, the MDTE
approved the request.

In connection with the MDDTE’s approval of the accounting order, the Company has
conducted an analysis of its legal right o recovery and of the prospects of a favorable
recovery rate ruling in the future. In addition, as part of that analysis, the Company has
also considered the potential impact of those parties who may seek to intervene to block
recovery in the future rate case.

Based on our analysis, we represent that future recovery of the regulatory asset created at
December 31, 2002 of $425.8 million attributable to the pension costs deferred as a result
of the MDTE’s approval of the aforementioned accounting order is probable. We further
represent that our plan is to file a case with the MDTE in 2003, which will include 2
specific mechanism designed to recover the pension costs that have been deferred ($425.8
million) as of December 31, 2002.
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To the best of our knowledge and belief, no events have occurred subsequent to the balance

sheet date and through the date of this letter that would require adjustment to or disclosure in
the aforementioned consolidated financial statements.

T K oRe Awmﬁﬁ\n

Robert J. Weafer, Jr -/
Vice President, Controller, Chief Accounl:mg Officer

Thomasd. May \J
Chairman and Chief Execu Officer





